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To All Our Readers We Extend 


Best Wishes for the New Pear 


Editorial Comment 


The recent announcement by the Min- 
Subsidies on ister of Finance, the Hon. J. L. Ilsley, 
Consumer Goods of subsidies designed to reduce the re- 

tail price of certain staple foodstuffs, 
including milk, tea and coffee, has we think met with 
general public approval. It is particularly appreciated be- 
cause it directly affects the purse of the great majority 
of our people. In announcing these subsidies, Mr. Llsley 
stated frankly that their purpose is to hold down the cost 
of living and we may infer that the estimated cost of 
$40,000,000 represents a cost lesser in amount or less un- 
desirable in its result than the increase which might other- 
wise become payable in the cost-of-living bonus. 

As Mr. Donald Gordon, the able Chairman of the War- 
time Prices and Trade Board, has repeatedly asserted, the 
maintenance of the price ceiling calls for a stern and un- 
relenting struggle. The manner in which the ceiling was 
fixed, by freezing retail prices at a certain date, had as an 
inevitable consequence the creation of pressure in respect 
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of increased costs of production and distribution which had 
not up to that date been reflected by an increase in the 
retail price. Thus, in certain lines of trade the producers 
and middlemen were squeezed, some of them quite badly, 
and these problems have for the most part been met by 
the payment of subsidies, rather than by permitting prices 
to rise. Each further increase in cost, however, creates 
additional pressure and every successive increase in the 
cost-of-living bonus puts a further strain on the price 
ceiling. 

Looking back over a full year’s operation of price con- 
trol, the results achieved in the face of all the difficulties 
of the problem represent a highly creditable accomplish- 
ment. 


Those who remember the last war with 
An Investment its embargoes upon freight movement, its 
Pays Dividends “heatless days” which were due solely to 

the inability of the railways to move coal, 
may be excused if they ask how it is that they are now 
able to handle promptly all the traffic offered to them. At 
the time of the last war they were in their full pride as 
the absolutely indispensable land carriers with a long record 
of growth behind them. They entered the present war as 
a “declining industry” which had been “left at the post” 
in its competition with motor carriers and was due to lose 
out in the same fashion to the air lines. 

The answer lies partly in a superior organization for the 
present war. For example they are no longer compelled 
to face the use of their cars as mobile warehouses, not only 
tying up the cars but plugging the yards, as they did in 
1917. At present all necessary steps are taken to see that 
traffic which cannot be promptly unloaded is stored in ware- 
houses and not on the rails. 

Secondly, the very great capital investments since the 
last war are now bearing fruit. Most important of all, 
the steady drive toward increased operating efficiency has 
in the last two decades made it possible to reach a level of 
output per man employed and per unit of equipment which 
is far beyond the rosiest dreams of the last war. As is so 
often the case, no one aspect is of supreme importance, nor 
does any one year stand out as a great turning point. It is 
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the combination of many efforts all tending in the same 
direction over a long period which produces the startling 
change. 

1923 and 1928 represent the inter-war peak years. In 
1928 the railways handled 22 per cent more ton-mileage 
for an increase of a little over 5 per cent in the number 
of employees. In the year ending 3lst August 1942 they 
handled 30 per cent more ton-mileage and 45 per cent 
more passenger mileage than in 1928 with a reduction of 
about 20 per cent in the number of employees. They have 
also fewer locomotives both in numbers and in aggregate 
traffic effort, fewer freight cars both in number and ag- 
gregate carrying capacity, and fewer passenger cars. If 
comparison is made with 1938 as the last full year of peace, 
then freight ton-mileage has doubled and passenger mileage 
is two and a half times what it then was. 

This is a record of which Canadians may well be proud. 


If a plant were destroyed as a result of enemy 
War Risk action the employees might suffer more than 
Insurance the owner and if the plant should be engaged 

in munitions its loss would become a matter 
for public concern. It seems to us that in designing the 
war risk insurance plan the government might have con- 
sidered the problem as being more social than commercial 
in character. Some of the provisions do imply a certain 
degree of communal responsibility. The rates for example 
indicate only slight concern for differences in risk. In re- 
turn for a low average rate the insured is not permitted 
to select the particular properties he wishes to insure and 
to exclude those properties which at the moment do not 
appear to be vulnerable. The adequacy of rates and con- 
ditions as to coverage have to do with the principles of 
insurance and we do not doubt that the government has 
had competent advice on these points. There is another 
feature which is of a different order. We refer to the 
provision which limits the amount which may be deducted 
in determining taxable income, to 40% of the premiums 
paid, in the case of those taxpayers who are subject to 
taxation on excess profits. It has been explained that 
where the marginal profits are subject to 100% taxation, 
the premiums if allowed as an expense would in effect be 
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paid by the government out of profits which they would 
otherwise have received by way of tax. This feature throws 
a new and interesting light on the question of profits taxa- 
tion. We have not always agreed with the Commissioner 
of Income Tax on what constitutes taxable income, the 
determination of which has to some extent been left to his 
discretion but in the majority of cases the income has been 
determined in accordance with generally recognized ac- 
counting principles. We realize that in this matter of war 
risk insurance the Commissioner has been given no discre- 
tion but we are apprehensive that it may suggest similar 
treatment of other business expenses. We agree that at 
present rates the deductions claimed must be scrutinized 
with more than ordinary care. The Minister may disallow 
any expense which he in his discretion may determine to 
be in excess of what is reasonable or normal for the business 
carried on by the taxpayer. War risk insurance premiums 
would appear to meet fully the test of what is reasonable 
and normal. As already stated, the rates are low and the 
fact that the government has sponsored the plan would 
indicate that they consider such insurance as a normal re- 
quirement in these abnormal times. If income is to be the 
subject of taxation then by all means let us know what 
income is. 
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MOLDERS OF A BETTER DESTINY 


MOLDERS OF A BETTER DESTINY* 
By Dr. Charles M. A. Stine, Wilmington, Delaware 


Editor’s Note: This address was delivered before The American 
Chemical Society at Buffalo, 7th September 1942, by Dr. Stine, Vice- 
President and Advisor on Research and Development of E. I. du Pont 
de Nemours & Co. (Inc.). 


| yd FIGHTING a war, the all-absorbing intent is to win. 
There is little time to analyze the rush of events or to 
appraise their consequences beyond the war’s end. The 
united objective is, rightly, success for our arms. 

Yet under the pressures of a great war there may be 
compressed scientific, economic and social developments 
that might have taken many decades to achieve under less 
urgent conditions. Their effects on our lives and all civil- 
ization may be more wide-reaching and lasting than any 
military conquest. They constitute one of the most im- 
perative incentives to victory. 

No American, least of all any scientist worthy the name, 
conceivably could endorse war as a justifiable means to 
progress. The destruction of life and property wrought by 
the present war far exceeds the havocs of a century’s earth- 
quakes. Most of mankind is burning itself on an altar of 
paganism. 

Nonetheless, one fact is inescapable. Despite the re- 
current malady of war, history’s over-all course is forward. 
Mankind has the habit of rising pheonix-like from its own 
ashes to attain greater heights. Progress is immortal. 

We emerged from the First World War with a wholly 
new concept of our possibilities. For the first time we 
began clearly to see that when the Creator conferred upon 
man freedom of choice and action, there were placed in 
man’s hands the tools with which he could shape his destiny 
and modify his future. We learned that it was possible 
not only to emulate Nature but even to excel her in certain 
fields of creation. We were shocked at how little we knew, 
and at how meagrely we had advanced in the light of what 
was still to be accomplished. 

The new nation—and it was no less—that was built on 
this continent following 1918, largely as a result of the 
war-broadened vision, would have seemed a fantastic won- 





*This article is reproduced with the kind permission of Mr. H. E. 
Howe, Editor of Chemical and Engineering News. 
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derland in 1914 had anybody then had the imagination to 
predict it. 
Industry Forges a New Age 

The automobile came of age; aviation was established as 
a potent industry; the “wireless” of war days became 
“radio,” and radio approached the miraculous in the marvel 
of television. Add to these the gigantic expansions real- 
ized by the telephone, the motion picture and rayon, all 
three of which were undeveloped infants in 1914, and you 
have a combination of influences truly staggering in their 
effects upon American life. 

One of the greatest migrations of all time took place 
as millions moved from farms to cities and more millions 
from cities to suburbs. This mighty trek, made possible 
by improved transport, better highways and opportunities 
for more lucrative employment, paralleled further drastic 
changes in our traditional economy. We had led the world 
in agriculture; we now led it also in industry. Mass manu- 
factures superseded the handicrafts almost to their ex- 
tinction. 

Meanwhile, the American woman had taken her destiny 
into her own hands. In 1914, she wore long skirts, cotton 
stockings, whale-bone stays, and her “place was in the 
home.” She came out of the war with a declaration of 
feminine independence that has since taken her to Congress, 
into the Cabinet, and into almost every activity once sacred 
to man, including the military. In less than a decade she 
cut the bonds of centuries and destroyed for all time a 
hundred circumscribing taboos. Only the future historian 
can assess the full impact of this new freedom upon the 
family, the community and the nation. It was undoubtedly 
speeded to fruition by the First World War. 

There were other advances—you are as familiar with 
them as Iam. When we, the American people, on the sev- 
enth day of December 1941, found ourselves again at war 
on a global scale, we were living on a plane that bore but 
little resemblance to the pre-war period of a quarter-century 
earlier. Our clothes, our foods, our homes were different. 
The character of our work was changed. Our environment 
and thinking were those of a new age. 

Millions of dollars had become hundreds of millions in 
our national planning. Private industry risked tens of 


6 





vol BoPE Sh sepia io ga a ea a mapa ea imma 


RRR DAES EH OEE POOR os IO 





CRETE SESE PR Ras oS RE ROE RS 








MOLDERS OF A BETTER DESTINY 


millions on ventures that earlier would have commanded 
hardly a tenth as much. Hosiery and furniture alike were 
being made from coal, water and air; dresses from wood, 
farm fertilizers from the atmosphere, camphor from pine 
stumps. These and many other achievements of chemical 
synthesis had altered or made obsolete trade practices and 
customs as old as the race. 

Moreover, the scientist was just getting started. Tens 
of thousands of new chemical compounds and metallic al- 
loys awaited his full exploration. We were speculating on 
the eventual conquest of disease. The elimination of pov- 
erty, at least as a social problem, was considered a goal 
that well might be realized. And, as organic chemistry 
was the source-spring of a major share of the infinitude of 
changes that inspired such hopes, the influences of the 
First World War could be very definitely traced here also. 
Our organic chemical industry in the United States grew 
directly in answer to needs violently made evident by that 
war. 

It is unnecessary to detail to chemists what has hap- 
pened in chemistry since 1914. That year, a mere handful 
of 528 workers made up the nation’s total employment in 
the production of coal-tar chemicals. American-made dyes 
were not even listed in the official census reports. Our 
farmers had to buy German potash and Chilean nitrate. 
Our physicians looked to Europe for important drugs, su- 
tures and optical glass. All science looked to Europe for 
leadership. 

Indeed, it was a simple, almost a scientifically primitive 
economy in which we Americans then lived. On all the 
seven seas, American-bound ships heavy with goods and 
raw materials testified to our dependency on foreign lands. 
The homes in which we lived differed little from those of 
our great-grandfathers; the tailors of the Caesars knew 
the textiles of which we made our clothes; the finishes of 
our 1914-model horseless carriages dated to ancient Egypt 
and the building of the Pyramids. All steel rusted. The 
best rubber tires were worn out after about 3,000 miles of 
highly uncertain road service. 

One shudders at what might be our plight if those 
were the tires of today, or if by some colossal blunder we 
had failed to establish an organic chemical industry in the 
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United States as a consequence of that other war’s bitter 


lessons. 
Thank God, we did establish a chemical industry! 


All Science Undergoes Renascence 


We did more than that. We established a nation-wide 
common consciousness of the power of science in every 
branch of American industry. Steel, textiles, transporta- 
tion, foods, oil, in fact every basic producer came to the 
turn in the lane where all signposts of progress pointed 
in one direction—to the research laboratory. We did not 
get there all at once, but most of us got there long before 
German hob-nailed boots were pounding over the streets 
of Warsaw. 

Expenditures for industrial research in the United 
States rose from an inconsequential sum yearly in the pre- 
First-World-War period, to an amount estimated at 300 
millions of dollars yearly in the pre-Second-World-War 
period. The number of research laboratories grew to more 
than 2,000. Huge sums were spent in expanding technical 
and scientific schools to meet the demands of our awakened 
youth. The number of doctorates granted in chemistry 
alone was multiplied by twenty or thirty times. 

I am not implying that all research is chemical or that 
chemistry provides the one Aladdin’s lamp which all scien- 
tists must rub. However, let chemistry be ignored and the 
other lamps become lifeless brass. Perhaps the greatest 
benefit that has come to America from our chemical awake- 
ning is the renascence of all science that has accompanied 
it. The chemical synthesis of vitamins, for example, to 
say nothing of hormones and the sulfa drugs, not only is 
revolutionizing medicine and dietetics but putting these 
sciences on incomparably higher planes of performance and 
future promise. And at the opposite extreme of the pen- 
dulum’s swing, the modern long-range bomber, while a 
machine, is also a composite chemical triumph expressed in 
metals, plastics and liquids. 

The famous tribute paid Washington—first in peace, and 
first in war—might be paid with equal justice to chem- 
istry. Its record during our other world war is history. 
Its contributions to the nation’s progress during the peace- 
ful years of the ’20’s and ’80’s while the organic chemical 
industry grew to maturity, helped crowd into those years 
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many of the most notable advances that mankind has gained 
since civilization began. 

Now, we are again at war. With the full strength and 
vigour of its young manhood, the chemical industry is fight- 
ing again for an American victory and an American peace. 
To this task wholly it has dedicated itself wholly. 

And we hear questions: Is the fight worthwhile? Will 
a victorious peace be worth the price that all too evidently 
we will need to pay for it? After victory—what? 

My answer is that now, today, even as I speak, the 
pressures of this war are compressing into the space of 
months developments that might have taken us a half- 
century to realize if necessity had not forced the pace. 

Those pressures are unprecedented. The developments 
are unprecedented. Give us a victorious peace and the free- 
dom of enterprise it should guarantee, and our progress 
will be unprecedented! 

Possible Future Already Charted 

One does not need to venture into prophecy to sketch 
the bold lines of what that progress can be. They have 
already been traced. Already our world of 1940, in which 
we took such pardonable if mistaken pride, is so distant 
in the past that it has become an antiquity, as seen through 
scientific eyes. The inconceivables of two years ago are 
today’s realities. 

More than a century was consumed in bringing the crude 
rubber production of the world up to a million tons yearly. 
The United States alone is now undertaking to accomplish 
almost as mighty a feat in less than two years, by the manu- 
facture of chemical rubbers from petroleum, alcohol, and 
coal and limestone. 

By the end of 1948, our production of aluminum will be 
at a rate almost seven times greater than was attained in 
1939 after fifty years of intensive development. And we 

will be recovering from brine, sea water, and other sources 
approximately 100 times the amount of magnesium that was 
produced in 1939, when the magnesium industry in America 
was 24 years old. 

Our aviation industry is establishing facilities for the 
manufacture in one year of almost double the number of 
planes it produced throughout the thirty-seven years of its 
history beginning with the Wright brothers at Kitty Hawk 
and culminating in the Defense Program. Meanwhile, large- 
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ly as a result of chemical advances in fuels, plastics and 
light metals, aircraft engineers are designing trans-oceanic 
planes capable of flying to Europe and back non-stop, carry- 
ing payloads of twenty tons. The projected planes are 
quadruple the size of the famous “Clipper” planes that 
pioneered in inaugurating trans-Atlantic commercial air 
service. 

The nation will emerge from this war with capacities 
for making plastics, synthetic fibres, nitrates, hydrocarbons, 
high octane gasolines and literally scores of chemical and 
other raw materials on a scale that only two years ago was 
beyond our comprehension. The changes that have taken 
place in our thinking and planning approach the unbeliev- 
able when one detaches himself from the present long 
enough to regain the viewpoint of only the recent past. 
The first proposal that we build 50,000 war planes left us 
incredulous. We asked how could we maintain such a vast 
fleet even should it be built, or train the men to fly it. Now, 
the demand for 125,000 war planes in a single year is met 
with the answer, “Give us the materials and we'll give you 
the planes, as ordered.” 

In terms of dollars, the hundreds of millions of that by- 
gone economy stemming from the First World War have 
suddenly become tens of billions! A million dollars is hardly 
pin-money in our planning! 

Few of us, even among scientists, grasp the technical 
implications of these enormous projects which are becoming 
facts with emergency speed. The aluminum-producing 
capacity being created will furnish in one year metal enough 
to build thrice the number of passenger cars now operating 
on all American railroads. To produce this aluminum will 
require more electricity annually than was consumed in 1940 
in twenty-seven of our forty-eight states. Despite wartime 
tax schedules and wages, aluminum ingots now cost 25 
per cent less than in 1940, and further economies are fore- 
cast through savings in fabricating costs. Aluminum has 
become a major metal. 

Magnesium is about 60 per cent the weight of aluminum 
and about one-fifth the weight of steel. It sold, in 1915, 
for $5.00 per pound and until a few years ago was a struc- 
tural curiosity. Today, measured by cubic feet, magnesium 
at 221% cents a pound is cheaper than aluminum selling at 
15 cents a pound, and almost a half-ton of it, on the average, 
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is going into every American fighting plane that is built. 
After the war, the nation’s capacity for producing this 
lightest of all structural metals will be more than double 
its aluminum output of 1939. 

New Wealth from Ancient Sources 

Equally significant is the source of most of the mag- 
nesium now employed industrially. For the first time in 
the history of the world a structural metal is being obtained 
from the sea by a chemical process. Huge pumps force 
300,000,000 gallons of sea water daily through intricate ap- 
paratus. At present, magnesium and bromine are the only 
products precipitated, but potentially the water contains 
traces of every element found on land. Are we opening a 
new field of chemistry, far more bizarre than any of the 
imaginings of fictionists? Nobody knows as yet. 

In turn, steel is challenging the light metals. Low alloy 
steels and new modifications of the higher alloy steels, 
fresh from the laboratory, are bidding for expanding uses 
in aviation and wherever lightness and strength are requis- 
ites. In the steel industry today, technicians speak con- 
fidently of monster aircraft that will be largely steel. These 
new alloys are three times the weight of aluminum and al- 
most five times the weight of magnesium, but their tensile 
strength approximates 190,000 pounds to the square inch. 
This advantage permits weight to be shed by reducing bulk 
and eliminating needless supports. 

The larger planes grow in the future, say the chemists 
of steel, the more pronounced will be the trend to the new 
steel alloys. Less subject to corrosion than plain steel, they 
are more easily corroded than aluminum, but this problem 
in protection is said to be on the way to early solution. So 
watch steel in the mounting competition of light metals. 

By all means, too, watch petroleum. Some years ago 
it was believed that the ultimate in motor fuel would be 
reached by the creation of a gasoline equivalent in power 
and anti-knock qualities to pure iso-octane. So superior 
was iso-octane in these respects that it arbitrarily was given 
an octane number of 100, which became the standard in 
evaluating all gasolines. But that was before the Battle 
of Britain. 

The epic fight of the Royal Air Force to save Eng- 
land, raging month upon month against odds, was also a 
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chemists’ fight to produce better fuels—fuels that would 
get planes into the air in a fraction of the former time, that 
would give greater and yet greater speeds longer and yet 
longer ranges. The American chemist was in that fight 
because he knew more about motor fuels than any other 
chemist on earth. The Battle of Britain became a testing 
and development laboratory in which a nation’s life was 
the stake. 

The work done in that laboratory, and in our laboratories 
here at home as an outgrowth of that experience, has pre- 
cipitated changes in motor fuel technology of which the 
effects will be reverberating long after the peace. Look- 
ing upon the situation that is indicated for after the war, 
the petroleum chemist now sees all existing motors as out 
of date, with knowledge of fuels advancing so rapidly that 
September’s motor might be out of date in October. 

Let us glance at another phase of petroleum chemistry. 
A barrel of crude oil contains literally thousands of chemical 
compounds. The chemist has long been fascinated by the 
possibility that almost anything under the sun might be 
created with these chemical building blocks of hydrogen 
and carbon; that simply by the addition of oxygen and other 
elements in the proper combination, he might obtain new 
alcohols, esters, acids, solvents, perfumes, pharmaceuticals 
and organic synthetics of every type. Catalytic cracking 
processes and adaptations of them, brought very recently 
to high stages of performance, are now leading toward this 
goal and taking petroleum chemistry into a realm once ex- 
clusive to coal-tar chemistry. 

The largest catalytic cracking capacity in the world is 
being operated by American oil companies. Soon this ca- 
pacity will approximate some hundreds of thousands of bar- 
rels daily. The significance of this development, well under 
way in 1939 but expanded to gigantic size by the needs of 
war, is beyond all present vision. Synthetic rubber, which 
as every chemist knows is not rubber at all but a new ma- 
terial of broader and yet more promising utility, is being 
produced from butadiene and styrene synthesized from 
petroleum. Toluene, best known as the basis of one of the 
most important of modern high explosives but also essential 
in dye chemistry and many other industries, is now a petrol- 
eum product. 

With almost equal facility the petroleum chemist can 
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give us ethylene, on the one hand, or benzene on the other, 
and supply them in quantities measured in hundreds of tons 
daily. This feat might be likened to drawing wine or water 
at will from the same cask, or getting beef or pork from 
the same animal, inasmuch as ethylene and benzene are 
members of quite different chemical families. Practically, 
they are employed in such diverse uses as the manufacture 
of styrene plastics, both the Buna and Thiokol types of 
synthetic rubbers, drugs, dyes and nylon. Moreover, 
acetylene can be produced from refinery gases to furnish 
the principal intermediate in the manufacture of neoprene. 
United States Doubly Independent 

Germany’s early mastery and world monopoly of the 
production of benzene, toluene and other coal-tar crudes 
and intermediates—her then “secret weapon”—brought her 
armies almost to victory in the First World War. It was 
only by prodigious effort and at huge cost. that private in- 
dustry in the United States was able, during and after that 
war, to win independence in these chemicals, which are 
part and parcel of the nation’s economic life-blood both in 
peace and war. 

Today, we are doubly independent. Our coal-tar chem- 
ical industry is securely established. In addition, the 
possible output of benzene and toluene from petroleum is 
many times their peak output from coal tar. Furthermore, 
in super motor fuels, which may well be this war’s deciding 
weapons, we are excelling the enemy’s best in quantity and 
quality alike. Where Germany stood in 1914 with coal tar, 
the United States stands today with petroleum. 

A sign of the swiftness of the pace with which the hurly- 
burly of change is sweeping the petroleum industry, is given 
by a printed card that now hangs behind the desk of the 
research director of one of America’s greatest oil companies. 
The card reads: 

You Don’t Have To BE Crazy 
To Work HERE, 
But It SurELy HEtps! 

May I add that a similar card could be hung with profit 
in every American office and shop and laboratory and farm 
barn. We are going to need to be “crazy,” as judged by 
1940’s thinking, to make this upset world right again. We 
are going to need to be visionary to the point of audacity, 
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in the light of today’s evident facts, to discharge just a fair 
share of the post-war opportunities and responsibilities. 

Plastics were of sensational promise before Pearl 
Harbor. The newest and most versatile of plastics will be 
available after this war on a scale beyond all previous 
conceptions. The high-pressure synthesis of ammonia, one 
of the major chemical exploits of the century, will have 
taken on an industrial status that, in terms of new pro- 
ducing capacity, may be comparable to the discovery of a 
sixth continent. The amount of fertilizer chemicals that 
this new capacity will be able to supply farmers will be so 
large that the basic trends of agriculture might be changed. 
And these comprise but one group of a hundred or 
more products stemming from this high-pressure synthesis, 
which utilizes air, water and coal as its building blocks. 

We will have glass that is unbreakable and glass that 
will float, wood that won’t burn, and laminations of plastics 
and wood that will compete with the structural metals. 
Hosiery derived from air, water and coal, a wonder of pre- 
war days, is but the forerunner of many innovations from 
the same source, ranging from shoes that contain no leather 
and window screens that contain no wire, to machinery 
bearings that contain no metal. 

At the moment, we are handicapped by shortages. 
Searcity, as such, is not the reason for them, however. 
Never has there been so great a plenty as measured by our 
ability to produce, and that ability grows by the hour. The 
shortages are the consequences of the diversion of goods 
to war, and from ourselves to others. Today, we produce 
to destroy. 

But tomorrow we will produce to build, and we will con- 
tinue to invent and thus to multiply our possessions. 
Released by an American victory, the stream of produc- 
tion compared with its volume in the past, will be as a 
great river is to one of its tributary creeks. We will have 
at our command ten, fifty, a hundred times what we had 
before, chiefly of new materials. 

That prospect is as certain as tomorrow’s dawn. We 
need only to make the victory definite. Then, the choice 
will be ours, either boldly to harness the stream of plenty, 
or, if we are timid and of myopic or restricted vision, to be 
embarrassed by the very abundance of means we have 
created. 
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If I know the American chemist, his will be the bold 
course—the course toward a better destiny. And all science 
will set its course by the same compass! 

Means at Hand to Perform Wonders 

Possessing the tools, the experience and the knowledge 
that we now have, we should be unfaithful servants indeed, 
if, upon the coming of peace, we merely buried the talents 
charged to our keeping. Means will be at hand to perform 
feats that men have long dreamed of doing. 


Fuels and metals and plastics are now ready to complete 
the revolution in transportation begun early in the century. 
The automobile manufacturer’s slate has been wiped clean 
for a fresh start, which should result in new cars that will 
be of incredible efficiency as judged by present standards. 
Since motor car production stopped, the shiny new models 
that are now gathering dust in dealers’ storerooms have 
aged technically, at least two decades. We are now in 
the 1960’s of motor cars, as measured by the old pace of 
development. 

Sealed cooling systems, proved on large-scale by avia- 
tion, may end in the post-war car the nuisance of adding 
water to radiators. Weights may be half what they are, 
saving from 1,500 to 2,000 pounds of useless load. The 
power output per cubic inch of piston displacement may 
double, treble and even quadruple. Fuels may yield 50 
miles to the gallon or better. 

Instead of rubber alone, there will be a hundred and 
one rubbers for tires and other uses. In tires, the indicated 
range is from all natural rubber casings, through varying 
combinations of natural rubber and synthetics, to the all- 
synthetics. When one remembers that at present the syn- 
thetics are being adapted to tire specfications written for 
rubber, and that the truly synthetic-type tire is yet to be 
engineered, the prospect is one of progressive changes. 

The upsurge of automobile technology will be paralleled 
in aviation. Designers are thinking in terms of hemisphere- 
spanning freighters and of passenger air-carriers in fleets 
numbering hundreds of planes. Trans-continental non-stop 
air trains of gliders, which would drop off or pick up 
“coaches” over the principal cities enroute, are no longer 
figments of an imaginative airman’s dreams. They are 
probabilities. Leaders of the industry say that technical 
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considerations no longer limit the size of airplanes that can 
be built. 

Now present are most of the elements essential to the 
wide popular ownership of planes. Small, highly efficient, 
almost foolproof craft can be produced at low cost. An 
enormous plant capacity will be awaiting utilization, tens 
of thousands will have been trained in flying, and the post- 
war land will be dotted with air fields. Only within very 
large cities will we be deficient in field facilities, and there 
too the signs of impending change are clear. 

As never before we are conscious of the need for cheaper 
and better housing. Crowded city slums stand as an ugly 
reproach to our lack of initiative and vision in home- 
building. The slums should be emptied after the war by 
the combination of forces that is being arrayed against 
them; and once empty, airports might well take over those 
bleak blocks. 

Lower-cost motor cars, which will draw still more 
thousands of city dwellers to suburbs and country, represent 
one of the forces that is going to help empty the slum. 
Public opinion, shaped by a more enlightened conception 
of the basic needs of healthful living, is another. The third 
will be the better housing that so long has been awaited. 
It is coming. 

It is coming because in no better way will we be able 
to put into worthwhile service the abundance of materials 
suitable for building all kinds of things. The very 
prospect of this plenty, on the one hand, and the all-too 
glaring lack of inexpensive modern housing on the other, 
have started men thinking who have given but little 
attention to this problem in the past. The engineer, the 
chemist, the production expert, and the development 
departments of some of our largest companies are alert 
to an opportunity, and will become productively interested 
the moment the war releases their services. 

Thus far, only general objectives have taken form. 
They are for homes costing in the order of $500 to $800 
per room. Prefabricated sections, which can be easily 
handled by two men, will permit flexibility in architectural 
designs. New insulating materials, making possible light 
walls that will be several times as efficient as heavy masonry 
ones, will allow the use of revolutionary structural 


principles. 
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Plywood, plastics, rustless steels, non-ferrous alloys, 
various types of composition board, fire-resistant woods, 
ceramics, and synthetic finishes of lasting durability will 
be employed in profusion. For example, stainless steel is 
indicated as a common roofing material of the future. It 
will last as long as the house and require no maintenance. 
Lighting will be automatic, governed by electric “eyes” 
sensitive to outside variations in the daylight. Air- 
conditioning units will filter out the pollens of hay fever 
and asthma. 

Lives Saved May Outweigh War Losses 


The movement for better homes marches side by side 
with that to educate the public in better diet. I venture 
to say that more popular training in the chemistry of food 
and its digestion has been crammed into the past two years 
than was given in the preceding two centuries. The 
knowledge of food’s real values to the body that is flowing 
from sound scientific studies of broad scope, is accumulating 
means of incalculable power to prolong life. 

Science, too, follows the Flag. This war, spreading over 
all zones and into all climates, presents a challenge to 
American medicine that is without precedent. That 
challenge is being met by a mobilization of all the sciences 
that likewise is without precedent in man’s fight against 
disease. 

The weapons being employed are unique to our time. 
They include the ultra-centrifuge, in which there is a 
peripheral speed of the rotating disc comparable to the 
velocity of a rifle bullet. Still another is the electron micro- 
scope, the largest of which now being built at Stanford 
University is expected to magnify 150,000 times. Mention 
should also be made of the giant cyclotrons, sometimes 
referred to as “atom smashers,” with which it is possible 
to transform certain ordinary elements into wholly different 
elements possessing radio-activity. In addition, synthetic 
organic chemistry is making an ever increasing and sig- 
nificant contribution to remedial medicine. 

The single objective of this mobilization of science against 
disease is to prevent suffering and save human lives, irre- 
spective of colour or creed. The results which are certain 
to accrue may ultimately outweigh by many times even the 
staggering losses of the world-wide conflagration. 
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Taking an over-all look at the current press of events, 
one notes that, perhaps, the most important of all the signs 
pointing to better days, is the fact that the emergency 
of war has dissipated innumerable inertias, each an 
interruptant of progress. Normally, the new is received 
with suspicion. People cling to the old and tried, are loath 
to experiment, slow to change. With peace, however, the 
usual slow developmental process will have been reversed. 
War shortages of conventional materials will have resulted 
in eager trials of every new material science and industry 
could offer. And countless of the “substitutes” will have 
proved their superiority. Thus, an experience with and 
an acceptance of the new will have been gained that ordin- 
arily might have taken many years to achieve. 

No doubt, some will become alarmed over the possible 
displacement of old materials and old industries. Changes 
of a drastic nature are inevitable but they seldom result 
in the hardships that the timid predict. More wrought iron 
is being used in the world today than when wrought iron 
occupied the province now held by steel. The horse and 
buggy vanished, but the buggy manufacturers who were 
alert rose to new affluence with the motor car. The coal-tar 
colours ended the centuries-long reign of natural dyestuffs, 
but the dyestuffs industry has grown to many times its 
former size, and spawned a dozen new industries in 
addition. 

A Fight for Five Thousand Freedoms 

Progress means going forward. It must build more 
than is destroyed or it does not merit its name. Not only 
should it be of a tangible, material character, but it should 
contain the elements of greater spiritual growth for the 
individual and community alike. It should lift the chin 
and put a new spring into humanity’s step. 

The President of the United States has said that we 
are fighting for four freedoms—freedom from want and 
freedom from fear, freedom of speech and freedom of 
religion. A former President of the United States, Herbert 
Hoover, has added that a fifth freedom is also mandatory 
in the victory—freedom of economic enterprise. 

The scientist accepts these freedoms unreservedly. To 
their attainment he is glad to give life itself, if that is the 
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price. But the scientist is fighting just as whole-souledly 
for five hundred, yes, for five thousand other freedoms. 

The freedom to work, to expand the intellect, to worry 
through with a theory until it is validated or disproved; 
the freedom to banish the wasteful and enthrone the 
efficient ; the freedom to improve, if he can, everything that 
exists under the sun, and beyond that to create things upon 
which the sun has never before shone—these, too, are free- 
doms for which the true scientist fights. 

As aman, he fights for the freedom to better his lot and 
for the rewards that ability merits. As an incurable 
altruist—and the true scientist is one—he fights even 
harder for the freedom to better the lot of mankind, that 
each generation may rise to heights loftier than any won 
by its predecessor. 

A soldier of peace, he fights for the freedom to mold a 
better destiny, both for the individual and for the race. 

These freedoms have always been America’s. We fight 
to keep them America’s. Let our swords be mighty, and 
mighty indeed will be our plowshares. 
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A YEAR OF THE PRICE CEILING 


The following article is a reprint of a mimeographed bulletin 
recently prepared and issued by the Economics Branch of the Wartime 
Prices and Trade Board. 


The Price Ceiling and the National Effort- 


A YEAR has passed since the price ceiling was announced 
by the Prime Minister. During that period the over- 
riding demands of war have steadily encroached upon the 
civilian production of goods and services, and the necessity 
for curtailing or eliminating all kinds of non-essential ac- 
tivities is now widely recognized and accepted. 


The Role of the Price Ceiling 


As events have unfolded, the place of the price ceiling 
in the national effort has become increasingly apparent. 
More and more the emphasis has shifted from the obvious 
problems of pricing to the underlying problems of supply, 
not only of materials but most important of all, of man- 
power. By freezing prices, which normally act as a gov- 
ernor keeping supply and demand in balance, the price 
ceiling policy has thrown into bold relief the fundamental 
problems of shortage, which would otherwise have been ob- 
scured and distorted by inflation. In a sense, therefore, its 
role has been a double one—that of preventing the inequities 
and demoralizing uncertainties of inflation and that of 
focussing the national effort on the basic physical problems 
of war. 

Since the time the price ceiling was first announced, the 
whole tempo of the war has changed. With Japan over- 
running southeast Asia and enemy attacks on shipping 
greatly intensified, overseas imports of critical materials 
have been seriously curtailed and those supplies which are 
still obtainable are being brought to Canada at great risk 
and sacrifice. Meanwhile, as the battlefronts extended to 
every part of the world and Russia’s needs multiplied, the 
scale of the war effort has been both magnified and inten- 
sified. To this end the Government has declared that. lux- 
uries, comforts, and conventional needs must be drastically 
curtailed or eliminated to release the manpower and ma- 
terials essential to the full prosecution of the war. 

By direction of the Government, the Wartime Prices 
and Trade Board has been given the responsibility of cur- 
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tailing civilian output drastically and safeguarding only the 
essential needs of the civilian population. This entails the 
control of the production of goods and services for civilian 
use with a view to achieving our maximum war effort, and 
at the same time ensuring the maintenance of the minimum 
output essential to health and efficiency on the home front. 


From its inception, it has been recognized that price 
control involved the problem of maintaining adequate sup- 
plies of the goods and services which are in demand. Dur- 
ing the first two years of the war, this was a guiding 
principle in the actions of the Wartime Prices and Trade 
Board, though its problems were confined to a limited num- 
ber of commodities and were often of a temporary nature. 
When, because of increasing diversions of labour, civilian 
production showed widespread evidence of falling behind 
civilian demands, the price ceiling was adopted as part of 
a broad economic programme to ensure so far as feasible 
an equitable sharing of the burdens and restrictions im- 
posed by a declining supply of civilian goods. As the short- 
age of manpower developed, the close relation of price con- 
trol to the supply of labour as well as to that of materials 
became increasingly clear. A total war effort means the 
sacrifice of all unnecessary goods and services and it is 
now being recognized that there is no end in our progress 
to total war until the stage of “iron rations” has been 
reached. 

Inflationary Pressure 

As was inevitable, the rapid expansion in the war pro- 
gramme resulted in a rising flow of income payments at the 
same time that it diverted labour, materials and equipment 
away from civilian pursuits. More money was being dis- 
persed while less goods on which to spend it were being 
produced, War expenditures continued to mount and 
reached what fur Canada were prodigious figures; during 
the summer of 1942, the monthly rate of expenditure, in- 
cluding outlays on British account, was in the neighbour- 
hood of $300 millions as against $200 millions a year 
earlier. These outlays added substantially to income pay- 
ments as industrial employment increased by a further 
12 per cent and payrolls by some 25 per cent. Moreover, 
farm income was expanding and in recent months appears 
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to have been running at a rate some 20 per cent greater 
than a year ago. 

At the same time that spendable incomes were increas- 
ing, the volume of civilian goods on which incomes are 
expended was declining owing to the inroads of war de- 
mands for materials, equipment and manpower, and the 
growing difficulty of obtaining overseas supplies of import- 
ant raw materials. The industries making durable con- 
sumer goods were affected earliest and most severely. The 
restriction and elimination of the civilian output of auto- 
mobiles, radios, refrigerators, and a host of household 
equipment and appliances was a direct reflection of material 
shortages and plant conversions to war activities. Resi- 
dential building was more and more restricted, again largely 
owing to material shortages. But though the civilian in- 
dustries using metals and rubber were most curtailed, a 
wide range of other civilian industries were faced with 
material shortages and most civilian activities experienced 
increasing difficulty in getting and keeping an adequate 
supply of labour. 

It was in the summer of 1941 that it became apparent 
that civilian production was beginning to fall behind civilian 
demand—in short, that inflation was beginning. Commodity 
prices and living costs, which apart from the initial upturn 
after the outbreak of war had been rising only moderately, 
turned sharply upward and began to show a disturbing 
similarity to the inflationary pattern of the last war. In 
the seven months from April to November 1941, the cost- 
of-living index rose by 7 per cent—as much as the entire 
increase in the nineteen months from August 1939 to April 
1941. Consumers were trying to buy more goods and ser- 
vices than were currently available and the inevitable 
result was rising prices. 

Adoption of the Price Ceiling 

Inflationary pressure was increasing despite determined 
efforts to siphon off rising incomes through taxation and 
borrowing. One of the first steps taken by the Board to 
combat the threat of inflation was the placing of restrictions 
on consumer purchases on the intalment plan of a wide 
range of consumer goods—a step designed to curtail con- 
sumer credit expansion. By the fall of 1941, it was clear 


to the Government that additional fiscal measures ‘would: 


22 





s 





ESRD SS ISRO aR Wee 2s a rang i 2 














A YEAR OF THE PRICE CEILING 


be too late in effect and not sufficiently specific in applica- 
tion to meet the situation.” It was therefore decided, 
explained the Minister of Finance, “that direct controls 
should be established promptly over all prices, wages and 
salaries, and that controls over production and supplies 
should be extended and made more rigorous.” 

The choice before the Government lay between dis- 
tributing the burden of a restricted supply of civilian goods 
and services in a haphazard manner through inflation or 
in an orderly and reasonably equitable manner through 
price and other direct controls. Inflation ensures disorderly 
competition for materials and manpower between war and 
civilian industry and between essential and non-essential 
production, and thus results in inefficiency and waste. It 
causes frequent and uneven adjustments in incomes, lead- 
ing to unrest and discontent for the factory worker, the 
farmer, the business man, the salaried person and the 
pensioner. It means that a large part of the energies of 
the population are swallowed up in the losing struggle to 
gain compensation for price increases and to achieve an 
ever-fading security instead of being devoted to the es- 
sential and urgent task of winning the war. On the other 
hand, the price ceiling and related controls offered a means 
of preventing these wastes and inequities and of protecting 
the citizen against the demoralizing uncertainties of rapid- 
ly rising prices. 

Though the price ceiling policy has not been easy to 
implement, its difficulties would have been immeasurably 
greater had the decision been postponed. For just as the 
policy came into effect a succession of events occurred 
which further strengthened the forces of inflation. Japan’s 
conquests in the Far East cut off major sources of supply 
for a number of important materials and the intensified 
submarine warfare added greatly to the cost of those sea- 
borne imports which remained available. The entry of the 
United States into the war combined with the stepping-up 
of Canada’s war programme meant that still less materials 
were available for civilian use. Meanwhile, spendable in- 
comes continued to increase as war expenditures mounted. 

Effectiveness of Price Control 


It is clear that without the price ceiling the cost of 
living would have increased very substantially. At the 
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same stage in the last war, it was rising at a rate of about 
114 per cent per month, even though the scale of the war 
effort was relatively very much smaller. Meanwhile, in 
the United States, despite measures of selective control 
and the adoption of a partial price ceiling, the cost of 
living has continued to rise and between November 1941 
and August 1942, it increased by 614 per cent or at an 
average rate of nearly 24 of 1 per cent per month. Ina 
recent speech, the Chairman of the Board estimated that 
without the ceiling the cost-of-living index “would have 
shown an increase from last November to August of this 
year on the order of 10 per cent” or at the rate of about 
1 per cent per month. Actually the index increased only 
very slightly—by 1 per cent over the whole ten-month 
period. Had the index risen by 10 per cent the amount 
added to the food, clothing, fuel and other bills of Canadian 
housewives would have been between $300 millions and 
$350 millions. Some people would have been able to com- 
pensate themselves for this increased cost of living in the 
form of higher earnings while others would have been 
unable to do so. The essential point is that the losses in 
efficiency and morale involved in the struggle for compen- 
sation have been largely avoided and the inflationary pro- 
cess has been prevented from gaining an unmanageable 
momentum. 
The Price Ceiling and Wartime Policy 

The price ceiling policy, however, does not, and could 
not, stand alone. It is a part, and a very significant part, 
of broad national policy designed to prevent inflation and 
to facilitate the fullest and most efficient diversion of man- 
power and materials toward fighting the war. The bridg- 
ing of the great discrepancy between rising spendable in- 
comes and declining supplies of civilian goods and services 
has called for the co-ordinated use of a variety of controls 
over consumer incomes and consumer demands. The gen- 
eral policy was outlined last fall in a programme consisting 
of five main approaches: 

(1) An over-all price ceiling; 

(2) A wage and salary ceiling; 

(3) Profit and income controls, such as taxation and 

borrowing ; 
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(4) Allocation and rationing controls; 

(5) Manpower controls. 

The wage and salary ceiling was announced at the same 
time as the price ceiling. It was essential for two reasons. 
In the first place, wages are a major factor in the cost of 
production and had they been free to go on rising the 
price ceiling would have become untenable except at the 
cost of a profusion of subsidies. In the second place, wage 
increases add to spendable incomes and thus add to the 
pressure of unsatisfied demand on the price ceiling. 

The place of fiscal controls in the anti-inflation policy is 
well known, for the instruments of taxation and borrowing 
have been utilized to a very important degree. Theoretic- 
ally, fiscal controls alone could prevent inflation by reducing 
spendable incomes of consumers to such an extent that 
they would be in line with available supplies of civilian 
goods and services. In fact, however, fiscal measures are 
too slow in application and are limited by problems of in- 
centive and morale. Because they are necessarily of general 
application, they are not capable of coping with specific 
points of pressure in the economic system. Despite the 
drastic increases in taxation announced in the last budget, 
there still remains a large surplus of spendable income, 
which can only be prevented from throwing the economic 
machine out of gear through increased savings, price con- 
trol, and direct controls over the use of materials and 
labour, and over consumption. But to say that fiscal mea- 
sures alone are not sufficient to prevent inflation is not to 
minimize their great importance. Indeed, a price ceiling 
would be impracticable without a vigorous fiscal policy 
capable of withdrawing much of the increased national in- 
come and thus of reducing the inflationary pressure. 

Allocation and rationing controls are the specific imple- 
ments designed to cope with particular shortages and pros- 
pective shortages. The Department of Munitions and 
Supply through its Controllers and the Wartime Industries 
Control Board has been administering such controls over 
materials basic to the war programme for some time, as 
in the case of steel, base metals and oil. The Wartime 
Prices and Trade Board from the early months of the war 
has also been rationing or allocating certain raw materials 
at the manufacturing level (e.g. wool and coal). With a 


25 








THE CANADIAN CHARTERED ACCOUNTANT 


view to conserving supplies of critical materials, such direct 
controls have been greatly extended during the present 
year. The Board and Wartime Industries Control Board 
have ordered the discontinuance and curtailment of manu- 
facture of a large and growing number of non-essential 
articles using metals and other scarce materials. The 
Board has issued a variety of conservation orders and many 
of its simplification orders have in part been designed to 
save materials. 

While rationing at the manufacturing level has been in 
operation for some time, it was only this year that con- 
sumer rationing became necessary. Rationing and alloca- 
tion at the manufacturing and importing levels conserve 
supplies but do not assure an equitable distribution of cur- 
tailed production among consumers. In some cases, such 
as certain durable consumer goods and various minor art- 
icles, this may not be of great importance, but for the daily 
necessities and conventional necessities of life a fair system 
of distribution must be assured. Consumer rationing 
through the coupon system has thus been applied to widely 
used and frequently purchased articles which are likely to 
remain in short supply, namely, sugar, tea and coffee (ad- 
ministered by the Board) and gasoline (administered by 
the Department of Munitions and Supply). Because of the 
growing pressure of war demands on materials and labour 
in civilian activities, it is altogether probable that other 
commodities will have to be rationed. Provision has been 
made for this in the coupon books now distributed, and in 
addition the Board is organizing local rationing boards 
across the country to assist in the application of rationing 
policies. Such a system of local boards provides additional 
flexibility and sets up machinery which is capable of deal- 
ing with the rationing of articles which, though required 
by only a fraction of the population, are essential for oc- 
cupational or other reasons. 

The importance of manpower controls in the national 
effort has become increasingly apparent. The drafting of 
men of military age, the control over the movement of 
workers from one job to another, and the direct measures 
now being instituted to make available additional man- 
power for war purposes emphasize the pressure which is 
now being placed upon civilian activities. Until very re- 
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cently, curtailment of civilian production was usually un- 
dertaken with a view to conserving scarce materials, and 
the release of manpower was an incidental result of such 
policies. Now it is to be the leading objective, and the 
Wartime Prices and Trade Board has been charged with 
the responsibility of eliminating non-essential civilian ac- 
tivities. In carrying out this new policy, the Board will 
be acting in the closest collaboration with the Director of 
National Selective Service, whose duty, in the words of 
the Prime Minister, “will be to direct into the most useful 
channels the manpower released from non-essential civilian 
activities.” 

It is also the Board’s responsibility to see that “measures 
be taken to ensure that minimum essential needs are satis- 
fied by the use of the least possible amount of manpower, 
materials, machinery, fuel, power and transportation.” Al- 
ready a good beginning has been made through the Board’s 
programmes of simplification and standardization. With 
a view to hastening this process and eliminating non-essen- 
tial production, the Board has set up a new division, known 
as the Industrial Division, which will include and expand 


the work of the Simplified Practice Division and will co- 
ordinate and direct curtailment of non-essential activities. 


Development of Price Control in Canada 

The Canadian price ceiling policy has been described 
as “the boldest and most far-reaching attempt ever made 
to hold a price level and a price structure.” The policy, 
announced by the Prime Minister on 18th October 1941, 
established ceilings at the highest prices prevailing for each 
individual seller during the basic period, 15th September to 
11th October, and became effective Ist December 1941. The 
price ceiling applies, with very few exceptions, to all goods 
and commodities, to all principal services, and to all rents 
both of housing accommodation and of industrial and com- 
mercial properties. It applies throughout industry and com- 
merce, from the raw material through to the final product. 

Price and Supply Problems During the Year 

The main task of the Board during the early months 
of over-all price control was to hold firmly to the retail 
price ceiling and at the same time carry out the multiplicity 
of individual price adjustments required to ensure an un- 
interrupted flow of supplies. A number of exemptions 
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from the ceiling had been included in the original maximum 
price regulations and several additional ones of a minor 
nature were subsequently made. Adjustments were made 
to level out the retail ceiling, for example, in the case of 
individual retail price anomalies. Adjustments to take 
care of the time-lag in prices were made below the retail 
level by what is called “rolling back the squeeze” or by 
other appropriate devices. Allowances were made in cer- 
tain cases for normal seasonal variations in prices (e.g. 
butter, potatoes, meats). Provision was made for estab- 
lishing prices on goods offered for sale only at certain 
seasons of the year (e.g. spring and summer wear). In 
some cases, particularly in the agricultural field, it became 
necessary to adjust the price structure and provide sub- 
sidies with a view to regulating production and effecting 
a better balance of supply. For new and modified goods 
and substitute goods (a problem which inevitably grows 
larger as the war moves on), the Board laid down basic 
principles for establishing their maximum prices. 

In holding firmly to the retail price ceiling it soon be- 
came apparent that in quite a number of industries manu- 
facturing costs were rising to a point where the pressure 
against the ceiling would either force a breach or involve 
a substantial extension of subsidy payments. To avoid 
either of these alternatives, the Board embarked upon a 
programme of economies and simplification in civilian pro- 
duction and distribution. Provision was also made for the 
payment of subsidies on imports of essential consumer 
supplies. In a number of instances, rather than pay sub- 
sidies through private importers the Board embarked upon 
a policy of bulk purchasing. 

Concurrently with other activities, the Board has taken 
steps in a number of instances to allocate and ration sup- 
plies. Consumer rationing became necessary during the 
present year in the case of sugar, tea and coffee. Alloca- 
tion of materials in short supply has been in operation at 
the manufacturing or distributing level for some time. (in 
some cases as early as September and October 1939), and 
one of the principal aims of the Board’s programme of 
economies and simplification has become the conservation 
of scarce materials such as metals, rubber, and oil. 


Finally, the increasingly difficult over-all manpower 
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problem, which by midsummer 1942 had reached a critical 
stage, has developed a new emphasis in the Board’s work. 
On 19th August, the Prime Minister, in a broadcast address 
on the manpower question, announced that the Board had 
been directed to take the necessary steps to curtail all 
non-essential civilian production with a view to releasing 
manpower for war production and the armed services. 
Retail Price Adjustments 


The policy of the Board has been to hold the price ceil- 
ing at the retail level and to make whatever adjustments 
were necessary below that level. It did, however, follow 
a policy of correcting retail price anomalies. For example, 
retail prices for a particular commodity which were proven 
to be abnormally low in relation to the prices charged by 
other comparable retailers were adjusted to appropriate 
levels, the individual ceiling, however, still being maintained. 
More recently the individual basis for retail ceilings of 
some products has been modified by general formula ceil- 
ings (e.g. eggs and beef). Flexibility has also been effected 
by recognizing that some products have a seasonal price 
structure, and in several instances the base period ceiling 
was replaced by the prices prevailing in a corresponding 
period in 1941 or by some other seasonal schedule (e.g. 
coal and coke, railway freight rates, frozen eggs). 

Special price problems arose in connection with seasonal 
goods. Many products used mainly in the spring and 
summer either were not sold in the basic period or were sold 
at levels which did not reflect higher costs of production. 
To meet this problem, the Board ruled that for a long list 
of specified spring and summer goods, the increase in the 
price of goods in general which occurred between the spring 
or summer and the fall of 1941, might be added to their 
1941 prices in calculating their 1942 selling prices. How- 
ever, before a manufacturer could increase the price of 
seasonal goods he had to file the proposed selling price, 
the 1941 maximum price and his cost sheets for 1942 with 
the appropriate administrator who had the power to pro- 
hibit or limit any proposed increase. Retailers were al- 
lowed to price such goods at a mark-up (percentage on cost) 
not greater than the mark-up used in pricing similar goods 
during the last season in which they were sold. 

Allowances were made in certain cases for normal sea- 
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sonal variation of prices. In the case of beef, veal and 
lamb, for example, seasonal differences in quality and pro- 
duction practices made it necessary for the Board to allow 
retailers to sell higher grades and qualities than those sold 
during the basic period at prices which reflected such dif- 
ferences. Later on, it became necessary for the Board to 
adopt a seasonal ceiling for beef, establishing maximum 
prices which varied in accordance with the normal seasonal 
pattern. Seasonal price adjustments designed to take ac- 
count of such factors as storage costs were permitted for 
potatoes, canned fruit and vegetables, and spring and 
summer salmon. 

Rent control which had been applied in certain areas 
(mainly military centres) before the price ceiling came 
into effect was extended to all real property (other than 
farm land) and business premises throughout Canada. In 
special cases, maximum rentals were increased, the under- 
lying principles being similar to those which made certain 
price adjustments necessary, viz., individual anomalies, 
seasonal variations, and substantial increase in cost. With 
the housing situation growing critical in certain areas, it 
became necessary to make special provisions for security 
of tenure and a more drastic tightening of controls. 

Agricultural Price Policy 

With respect to determining the prices of most farm 
products, the Board recognized in its first statement of 
policy that the maximum price could not be based upon 
the selling prices of individual farmers. Consequently one 
of the first acts of the Board was to replace the farmer’s 
individual ceiling prices either by a market ceiling for the 
commodity or by a ceiling over the manufacture or pro- 
cessed product. The latter procedure was adopted in those 
cases where controls established at a later stage were 
deemed sufficient. 

With a view to encouraging increased production, maxi- 
mum prices were set for specific commodities (e.g. feed 
grains), replacing the maximum prices prevailing during 
the base-period. (Similar measures were applied to fish 
and fish products.) 

In the case of agricultural products it is particularly 
important that the price structure be in balance if produc- 
tion is to be geared to the war and civilian requirements 
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for individual commodities. For example, the Board found 
it necessary to adjust the price structure of milk and dairy 
products to assure a more adequate and balanced supply 
of milk, butter, and concentrated milk and milk products. 
In order to avoid any appreciable increase in prices to the 
consumer the Board has in certain cases provided for the 
payment of subsidies. During the summer subsidies were 
paid on butter and fluid milk with a view to overcoming 
threatened shortages of these two products. These ad- 
justments have resulted in a better balance of returns in 
the dairy industry thus assuring larger supplies of milk 
and butter without interfering with the heavy export re- 
quirements for cheese. 
Adjustment of the “Squeeze” Problem 

The major problem inherent in establishing a general 
price ceiling simultaneously over manufacturing, whole- 
sale and retail levels when prices are rising is that the 
price relationships between the different levels may be out 
of line. When the price ceiling came into effect, many 
base period manufacturing and wholesale prices were higher 
than those reflected in base period retail prices. It was 
this natural time-lag in prices which produced what has 
come to be called the “squeeze.” To the time-lag problem 
has been added that of rising costs since the ceiling prices 
were established. The sharp increases in costs have oc- 
curred mainly in the field of imports due to higher shipping 
rates, and rising prices in other countries. More recently, 
costs have been increased by such factors as reduced vol- 
ume and the high rate of labour turnover in a number of 
civilian industries. 

In many cases, the Board arranged for importers, 
manufacturers and distributors to share the squeeze. 
Where it was not feasible to absorb all of the squeeze in 
this way, reductions in cost have often been effected through 
a programme of simplification and conservation. To the 
extent that the squeeze cannot be absorbed or offset, the 
Government has assumed responsibility for maintaining es- 
sential supplies by taking appropriate action. Such action, 
put into effect through a Crown company, the Commodity 
Prices Stabilization Corporation, acting under the direction 
of the Board, has taken three forms: (1) payment of sub- 
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sidies; (2) modification or remission of duties; and (3) 
Government bulk purchasing. 

The assistance provided in any of these three ways is 
given, as Mr. Ilsley has said of subsidies, “in the interests 
of the consumer .... when there is no other way of en- 
suring adequate supplies of a particular product for the 
consumer at prices permitted by the price ceiling. In prin- 
ciple, these subsidies are paid to the consumer to keep 
down the cost of living. In practice, because consumers 
are so numerous, they are paid to producers or dealers on 
condition that they maintain supplies and carry out the 
policy of the price ceiling .... The subsidy in conjunction 
with the special conditions attached to it, should leave the 
industry in a worse, not a better profit position than before 
the price ceiling was imposed”.* 

Imports—Necessary imports have been maintained with 
the help of all three types of assistance, viz., subsidies, 
reduction or elimination of duties and bulk purchasing. 
With respect to subsidies, the main questions which arise 
are the degree of essentiality of the import and whether or 
not an adequate domestic supply is available. 

The conditions under which subsidies are payable have 
been made progressively more exacting, while the number 
of goods excluded for eligibility for subsidy payments, be- 
cause they are not essential or on other grounds, has rap- 
idly increased. The payment of subsidies is a matter of 
discretion, and goods may at any time be excluded from 
eligibility. Further, if adequate supplies of substantially 
similar goods are available from domestic sources at reason- 
able prices, or if the cost of particular imports is excessive, 
subsidies may be refused or reduced. 

Import duties or taxes have been reduced or suspended 
in a number of cases to make unnecessary or to reduce 
subsidy payments. On the recommendation of the Board, 
special or dumping duties have been suspended for the 
time being (except in the case of fresh fruit and vegetables) 
and in some cases, specific tariff changes have been made. 
Furthermore, by Order in Council, the Minister of National 
Revenue has been authorized to accept invoice values in- 
stead of “fair market value” as the basis of valuation for 
duty purposes whenever recommended by the Wartime 





*House of Commons Debates, 23rd April 1942. 
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Prices and Trade Board with the concurrence of the Min- 
ister of Finance. 

Shipping conditions and dislocation of normal sources of 
supply, especially where individual shipments must be large 
and the risks great, have made it necessary for the Board, 
through the Commodity Prices Stabilization Corporation, 
to safeguard the civilian supply of a number of products 
by making bulk purchases abroad. As far as possible the 
Corporation makes use of the existing facilities of Canadian 
importers. Imports handled as bulk purchases to date in- 
clude wool, cotton, textile fabrics, sulphate of ammonia, 
currants and raisins, prunes, coffee, cocoa beans, beeswax, 
oils and fats (other than mineral oils), spices and bristles. 

Domestic Products—In a number of cases, subsidies on 
domestic products have become necessary. Among the more 
important have been the milk and butterfat subsidies (men- 
tioned above), leather footwear, glove and garment leather, 
cheese boxes, certain canned fruits and vegetables, a list 
of specified grocery items, etc., etc. 

The subsidy on grocery items is an extensive applica- 
tion of “rolling back the squeeze,” supplemented by the 
payment of a subsidy. A time-lag problem made it neces- 
sary to “roll back” the wholesale ceiling prices for a list 
of specified groceries to June 1941 levels—the levels which 
were generally reflected in the base period retail prices. 
Offsetting subsidies are payable, limited to the amount of 
the reduction in prices below those prevailing in the base 
period. In the case of leather footwear an increased cost 
of 15 per cent in manufacturing was absorbed to the extent 
of 8 per cent by the trade and 7 per cent was covered by 
subsidy payments pending the outcome of a programme to 
reduce costs in the industry. On Ist July the rate of 
subsidy was reduced to 4 per cent, following the introduc- 
tion of the first stage of a simplification programme. 

Where subsidies are paid on a uniform basis throughout 
an industry it is impossible to adjust the squeeze to the 
individual capacity of each firm to absorb it. Accordingly, 
a profit limitation scheme has been devised. In brief, it 
provides that in the industries to which it is applied, sub- 
sidies are to be regarded as accountable advances, to be 
paid in whole or in part to the extent to which the recipi- 
ent is in the excess profits tax category. In other words, no 
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recipient of this type of subsidy can earn any net income 
in excess of standard net profits as defined for excess profits 
tax purposes. 

In special cases, the Board has undertaken bulk pur- 
chasing of domestic supplies as well as of imports. The 
entire domestic wool clip is now being purchased by the 
government through a special corporation, Canadian Wool 
Board Limited. 

An increase in the domestic wool supply has been en- 
couraged by providing sheep raisers with a stable market 
at fixed prices. The Wool Board will also buy imported 
wool if necessary to maintain necessary supplies. 

Another special government agency, Wartime Food 
Corporation, was set up to deal with the difficult problem 
of regulating beef supplies in the face of heavy export 
and domestic demands. By making the Corporation the 
sole exporter of beef cattle, and by adjusting the price 
of beef on a seasonal basis in accordance with customary 
production practice it is expected that an orderly supply 
of beef cattle throughout the year will be maintained and 
cattle prices kept in proper relation to maximum wholesale 
prices for meats. 

Economies and Simplification 

In order to avoid an undue extension of the subsidy 
system, the Board embarked upon a programme of econ- 
omies and simplification in civilian production and methods 
of distribution. The price ceiling itself, of course, has been 
a strong incentive towards eliminating unnecessary prices 
and other wasteful practices. The economy drive coincided 
with the necessity of conserving metals and other scarce 
materials for use in war production, The prime objectives 
of the simplification programme have been: 

(a) To reduce manufacturing and distributing costs in 
such a way as to maintain the supply of essential 
goods and services at ceiling prices, and to reduce 
or eliminate subsidies where they have been or 
might become payable; 

(b) To conserve materials and labour, and 

(c) To make the most efficient use of the materials and 
labour which remain available for the production of 
essential consumer goods. 

An illustration of certain aspects of this policy is pro- 
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vided in the case of leather footwear. The reduction in 
the subsidy from 7 per cent to 4 per cent, mentioned above 
in connection with domestic subsidies, came partly as a 
result of a programme of simplification and standardization 
in the shoe manufacturing industry. The many different 
styles, sizes and colours, which were responsible for the 
high manufacturing costs, have been reduced in number. 
Many other consumer goods have been subject to simpli- 
fication and conservation orders with a view to conserving 
scarce materials as well as reducing costs (e.g. tinplate and 
other metal containers, various types of machinery, a vari- 
ety of wearing apparel). 

With increasing diversion of materials and labour to 
war production and service, the programme of economies 


_and simplification is assuming great importance from the 


viewpoint of maintaining essential civilian supplies. With 
the much broader approach now facing the Board, a new 
Industrial Division has been organized which will include 
and expand the work of the former Division of Simplified 
Practice. 

Rationing Controls 


At the time the price ceiling came into effect, the Board 
pointed out that the necessity for price control arose from 
the growing shortages of many civilian supplies, but that 
“the controlling of prices does not ensure that goods which 
are scarce will be fairly distributed with due regard to the 
needs of the population . .. . This can only be done by some 
form of rationing.” Only in the present year has consumer 
rationing become necessary. The first formal rationing was 
applied to sugar in January 1942. 

Although sugar stocks in Canada were reasonably sat- 
isfactory at the time, future receipts of sugar were affected 
by the necessity of diverting shipping space to more essen- 
tial needs, and by the intensification of submarine attacks 
along the Atlantic Coast. Supplies of tea and coffee were 
threatened both by shipping necessities and by the loss of 
sources of supply to Japan. With three commodities to 
ration, it became necessary to establish a coupon system 
of rationing. 

With the permanent rationing organization and proced- 
ure established by the end of August, the Board is in a 
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better position to handle other commodities when the need 
arises. With this in mind the Board is already organizing 
local rationing boards throughout Canada to assist in the 
administration of the rationing system. 


Board Organization 


Because the Wartime Prices and Trade Board is the 
central authority in the whole field of price control, it has 
been necessary to co-ordinate its controls with those of other 
federal and provincial authorities. No other federal or 
provincial authority can make any order touching on maxi- 
mum or minimum prices except with the concurrence of 
the Board. 

Co-ordination between the Wartime Prices and Trade 
Board and the Wartime Industries Control Board (in the 
Department of Munitions and Supply) is particularly close. 
The Chairman of each Board sits as a member of the other, 
and all actions by the controllers and the Wartime Indus- 
tries Control Board affecting price require the concurrence 
of the Wartime Prices and Trade Board. With a view to 
avoiding duplication and overlapping of administrative 
machinery, controllers agreed to extend their spheres of 
interest to deal with price matters within the jurisdiction 
of the Price Board. To this end, all controllers were ap- 
pointed administrators under the Wartime Prices and Trade 
Board. 

In administering its broad powers over prices and civilian 
supplies, the membership of the Wartime Prices and Trade 
Board was enlarged at the time the price ceiling was an- 
nounced to include members of all government departments 
closely affected by the policy of price control. The adop- 
tion of an over-all price ceiling required the appointment 
of a great many administrators covering every major in- 
dustry in the country. Among the major appointments 
have been the Administrators of Retail Trade, Wholesale 
Trade, Foods and Services and Rentals, and Co-ordinators 
of textile, pulp and paper and metals. Administrators were 
given full powers of investigation, revision of maximum 
prices within the price ceiling, control of civilian supplies 
(methods and modes of production and distribution) and 
adjustment of retail price anomalies under special circum- 
stances. All orders by administrators must, however, be 
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countersigned by the Chairman of the Board. With respect 
to the administration of rent control, scores of local rental 
committees were established in Canada, each being a com- 
mittee of one—the Judge of the County or District Court 
(except in the Province of Quebec where the district magis- 
trate constitutes the committee). 

To facilitate administration, thirteen regional offices of 
the Board were established, and under these thirteen prin- 
cipal offices approximately one hundred local offices have 
been set up. At these regional offices, the thirteen Prices 
and Supply Representatives act as agents for both the War- 
time Prices and Trade Board and the Wartime Industries 
Control Board. These offices distribute information, answer 
inquiries, and conduct investigations. They serve the fur- 
ther useful purpose of keeping the Board in close touch with 
public opinion in all parts of Canada. 

A Consumer Branch has been set up as a clearing house 
for problems arising out of price control measures and to 
afford consumers throughout Canada direct representation 
in Board operations. Women’s regional advisory commit- 
tees have been organized in each region and local women’s 
liaison officers have been appointed in several hundred other 
communities. The Board recently announced plans to or- 
ganize 500 local ration boards with a view to placing con- 
sumers in more direct contact with the consumer rationing 
system and to take care of those problems which can best 
be dealt with locally. 

Under general licensing plan, machinery has been estab- 
lished for policing prices and for securing information 
necessary for the allocation of supplies in the event of 
shortages. It has been particularly useful in providing a 
mailing list of retailers, wholesalers and manufacturers to 
whom the Board sends Trade Bulletins and Administrators’ 
Orders. Following the adoption of the price ceiling a more 
extensive enforcement organization was established. In- 
vestigation of possible violations relating to prices, rentals, 
rationing or other Board regulations are conducted through 
enforcement counsel attached to the offices of the Regional 
and Supply Representatives. Headquarters are in Ottawa 
where general policy and matters of prosecution and license 
suspension are decided. 

In respect of policy matters the Headquarters of the 
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Board in Ottawa is organized into four main divisions: 
prices and supply; distribution and rationing ; industrial and 
research. The new Industrial Division has the responsi- 
bility of drawing up the plans for curtailment of non- 
essential civilian activities. This new division includes and 
expands the work of the Division of Simplified Practice. 
Each of the administrators appointed by the Board has 
been surveying plans for the industries under his jurisdic- 
tion. ‘We shall have to lay down the degree of curtailment 
which seems appropriate in given instances, but we shall 
invite industry and labour,” said the Chairman of the 
Wartime Prices and Trade Board, “to be party to plans for 
curtailment or concentration.” 


AUDITING CASH AND BANKING TRANSACTIONS* 
By A. J. Little, Chartered Accountant, Toronto 


7 purpose of this lecture is to set forth in some detail, 
with explanatory comments, the procedure to be followed 
in auditing cash and banking transactions. At the outset it 
should be made clear, however, that this lecture is not to 
be taken as a set of permanent instructions, but is rather 
supplemental to our firm’s set of audit instructions with 
which you should now be familiar. Every cash count and 
cash audit will present its own peculiar problems, and no 
one set of instructions can be prepared which would ade- 
quately cover each engagement. It is therefore essential 
that your own individual thinking and initiative be correl- 
ated with the audit instructions, and your work should be 
adapted to each audit in the light of its own circumstances. 
That must be rule number one for your audit programme. 
In every case your audit procedure must be adequate, 
and you will readily appreciate that this is particularly im- 
portant in dealing with cash. On the other hand, present 
conditions make it paramount that all our audit work be 
restricted to the absolute minimum essential for each audit. 


Cash Counts—General 


Cash counts have two purposes—first, as part of the 
audit programme in the verification of cash transactions, 





*This is the second of a series of six articles relating to the subject 
of Staff Training. 
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and second, to determine and verify the amount of this par- 
ticular asset when a balance sheet is to be certified. The 
cash count should not be left until the year end and used 
merely for balance sheet verification unless our work is re- 
stricted to the balance sheet (i.e. no current audit is per- 
formed throughout the year). The normal cashier or book- 
keeper expects the cash to be counted at balance sheet time 
and is prepared to go to practically any length to make sure 
that the required amount of cash is on hand to be counted. 
On the other hand, used as an audit device, the cash count 
is a very useful weapon because it can be conducted at a 
time selected by the auditor without first advising the 
cashier. This can prove most embarrassing to a delinquent 
cashier. A cash shortage can usually be covered up at any 
given time, but it is most difficult to keep covered all the 
time, and herein lies the value of the “surprise” cash count. 

When to count the cash—Whether or not the count is to 
be a surprise, the auditor must use judgment in selecting 
the actual time of day to make the count. One should try 
to avoid a count at a time when the cashier is normally 
very busy handling large amounts of incoming funds, such 
as at noon hour of a discount day at a gas company, or 
just before the feature picture starts at a theatre and so 
on. Care in selecting the time will save a great deal of 
trouble in conducting the count, and will avoid antagonizing 
the cashier. The best time to count the cash is after the 
day’s banking has been done. 

It need hardly be mentioned that when a count is made 
for balance sheet verification, the closer to balance sheet 
date it is conducted the better. You will see later that 
more time and effort is required to balance the cash and 
verify outstanding deposits, etc., if the count is delayed for 
a matter of days or weeks. Of course, in the case of out- 
of-town clients such a delay is often unavoidable. 


Cash should always be counted and the books reconciled 
as at the date accounts receivable confirmations are sent 
out by the auditors. The reason for this is that if any 
manipulation were being made through the accounts re- 
ceivable, these could be brought into balance by going short 
on the cash, and vice versa. It is frequently necessary to 
let the clients know in advance the date the receivables are 
to be confirmed, and hence the adjustment referred to 
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above could be made if the cashier and ledgerkeeper had 
access to each other’s records, or if there were collusion 
between them. 

If no cash on hand—Very frequently you will find when 
doing a count that there will only be the petty cash fund 
to be verified, and you will be informed by the cashier that 
there is no cash on hand, or that the day’s receipts have 
already been deposited. This may be a perfectly true state- 
ment and yet be only a half-truth, for perhaps there should 
have been cash on hand. If, therefore, you were to accept 
such a statement and do no further verification, the cash 
count would be worthless. This, put another way, means 
that the importance of the cash count lies not in the 
physical verification of something you know to exist, but 
in the careful determination of what should exist. In the 
detailed instructions to follow you will see what work must 
be done even if you are informed that there is no cash on 
hand. 

Count all cash on hand—All cash funds must be counted, 
i.e, general cash on hand for deposit, petty cash, change 
funds, etc., unless by arrangement made with your senior 
beforehand certain unimportant funds are not to be counted. 

Where several large funds are to be counted you must 
exercise every possible care to see that no transfers of cash 
are made between the funds during the process. This is 
best accomplished by counting all funds simultaneously, but 
in cases where there is not sufficient staff to permit this 
you should control all funds from the time the count starts 
in order to be certain that transfers cannot be made. 

General summary—Before proceeding with the detailed 
instructions for making the count let us summarize the 
essential features of cash counts. 

1. For audit purposes the surprise element is important, 

2. Whether or not the count is a surprise you should 

select the time of day to make the count carefully, and 
for balance sheet purposes the count should be made 
as close to the year-end date as possible; 

3. Cash should be counted and balanced as at the date 

accounts receivable balances are confirmed; 

4. Even if there is no cash on hand there is audit work 

to be done; 
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5. All funds should be counted simultaneously or else 
controlled to prevent transfer. 


Cash Counts—Detail Instructions 


It is most important that before commencing the cash 
count you arrange that the custodian of the cash (i.e., the 
cashier or some employee representing him) be on hand 
during the count. You should never be left alone with 
either the client’s cash or securities. If, for example, the 
cashier was short say $50, it would be a simple matter for 
him to suggest that the auditor himself had taken it, if the 
cashier was able to leave the auditor alone with the funds 
during the count. This would prove very difficult, particu- 
larly if the auditor was so fortunate as to have at least $50 
on his person. The cashier is usually a trusted employee 
and there might be a tendency for the client to accept his 
work as against that of the audit clerk. To avoid such an 
unpleasant situation make it a rule never to commence a 
count unless a representative of the client is present, and if 
it should be necessary for such representative to leave dur- 
ing the count, then you should stop the count and leave 
the funds under the control of the representative until he 
returns. 

Working papers to prepare—The detail of the count is 
listed ordinarily on “ruled single paper,” and one sheet (or 
sheets) should be prepared for each separate fund counted. 
At the top of the sheet you should enter, in addition to the 
client’s name, the name of the fund counted (i.e., petty cash 
fund, etc.), the date, time of day, and your own name. The 
following detail should be listed: 

(1) Total currency counted—When counting large 
amounts of cash you may find it easier to list on separate 
rough sheets the silver and bills of various denominations 
counted, and merely put the total counted on your working 
paper. However, there is no objection to using the working 
paper for listing the various items as counted and then ex- 
tending the total. Foreign currencies (if any) should be 
shown as separate items with a note as to the conversion 
rate used. 

(2) Total of cheques counted—The drawers’ names, dates, 
and amounts of the cheques included should be listed (on 
separate sheets if necessary). The only exception to this 
detailed listing is where there are a very great number of 
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small cheques in the cash in which event it is customary 
to take off an adding machine tape of the total. These par- 
ticulars are required because the detail of the cash counted 
must eventually be checked into the cash book and against 
the duplicate deposit slip. This is to make sure that the 
cheques are properly entered in the cash book for credit to 
the accounts of the persons who sent in the cheques. If 
a cashier has appropriated some of his employer’s funds it 
may be that certain of the accounts, which have actually 
been settled, still show as receivable. To avoid suspicion 
it is necessary to get rid of these open balances and it is 
sometimes done by crediting other customers’ cheques to 
these accounts and letting the more recently paid accounts 
appear as unpaid. As you can visualize this can cause com- 
plications because it is improbable that cheques for the 
exact amounts required will be available. This results in 
“splitting cheques,” or crediting one cheque to two or more 
accounts. The reason for checking the details of the cash 
count back to the cash book should now be clear to you, 
viz., to see that the items are entered for credit to the proper 
individuals’ accounts. 

All the cheques should be carefully examined to see that 
they appear bona fide, are correctly dated and properly made 
out. Any cheques drawn by the client’s employees should 
be marked as such, so that these can subsequently be fol- 
lowed up to see that they were not included to cover a cash 
shortage. You cannot be expected to know the names of all 
the client’s employees but ordinarily you will know the 
names of the cashiers and bookkeepers whose cheques would 
most likely be used if a shortage were to be covered in this 
way. 

(3) Names, dates and amounts of 1.0.U’s—Ordinarily 
I.0.U’s are not included in the cash, and it is the practice 
of many firms, particularly the larger ones, to forbid the 
cashiers to advance money against I.0.U’s An I.0.U. can 
easily be faked and included to cover a cash shortage and 
for this reason if I.0.U’s are included in the cash they 
should be reported to and approved by a responsible officer 
of the company. This must be done in a diplomatic manner, 
and preferably by the senior clerk in charge of the audit. 
The I.0.U’s should be initialled by you for future identi- 
fication. 

(4) Total of paid vouchers—These will generally be found 
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only in the petty cash funds, but in any case must be proper 
vouchers, regularly approved. These need not be listed in 
detail, but should be initialled by you for future identifica- 
tion. If the cash fund is not an imprest one it is also 
preferable to have these vouchers entered in the petty cash 
book at once, and the cashier should be asked, diplomatical- 
ly, to do this. 

(5) After all the above items have been listed and totalled 
the custodian of the cash should be asked to sign the work- 
ing paper after the words “Counted in the presence of—” 
which you will write at the bottom of the page. Any words 
such as “received back after count” or “returned O.K.,” 
etc., must not be used as this implies that the cash left the 
cashier’s possession and was later returned to him. The 
phrase “counted in the presence of” has been carefully sel- 
ected as indicating that a representative of the client was 
present throughout the count, and in fact that the funds 
did not leave the cashier’s control. 

Balance the cash counted—It is important that the cash 
counted be balanced at once, and this should not be left until 
a later date. Unless you are a senior audit clerk any ap- 
parent shortage you may discover should be reported to 
the staff senior at once and if the staff senior, or the senior 
in charge of the audit, is not available you should be ab- 
solutely sure of the situation (that is, that you have proper- 
ly counted all the cash and that the cashier agrees with your 
count) before you leave the client’s office. Some senior man 
in the office should be notified as quickly as possible because 
if a shortage does exist it must be investigated at once, 
and the cashier must not be given too much time to adjust 
the books, or to secure more cash, which he may say was 
overlooked at the time of the count. 

The various types of funds are balanced as follows: 

(a) Imprest petty cash fund—“Imprest” is a term applied 
to a fund which is kept at a fixed amount and at all times 
the cash and vouchers on hand total that amount. With 
this type of fund no petty cash book is required because 
entries are made only when the vouchers are turned in to 
be entered in the regular books of account; a reimbursing 
cheque is then issued to the petty cash fund which restores 
the fixed amount of cash. For example, the fund may have 
been kept at say $200 for many years, and the ledger balance 
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would, therefore, remain unchanged for the same period. 
As items of expense are paid for out of the fund the appro- 
priate receipted invoice (voucher) is held in place of the 
cash. When the cash becomes depleted a reimbursing 
cheque is issued for the amount of the vouchers which re- 
stores the cash to the fixed amount of $200. The cash book 
entry required is a credit to the bank account for the 
amount of the cheque drawn, and debits to various expense 
accounts as summarized from the petty cash vouchers. 

When this type of fund is balanced the fixed amount 
must be verified by reference to the general ledger balance. 
If the count is not performed at balance sheet or reconcilia- 
tion date, but in the middle of a month, you must see that 
the fund has not been increased or decreased since the ledger 
was last posted. This can be done by scrutinizing the cash 
disbursements and receipts records for the intervening 
period for debits or credits to the petty cash account. 

(b) Petty cash, not on imprest basis—When the fund is 
not imprest the vouchers will be entered in a petty cash 
book and the balance will vary from month to month. If 
cash is counted at Balance sheet or reconciliation date the 
balance of the petty cash fund must agree with the general 
ledger balance. You may find, however, that it is necessary 
for you to add the petty cash book, cross add the totals, and 
reconcile with the ledger balance if the ledger has not been 
posted at the time of your count. If the cash is not counted 
at a balance date the above detail balancing method will 
have to be followed. There is no particular difficulty in this, 
although for some reason the problem seems to puzzle most 
new audit clerks. It simply involves the following: 

(1) Count the cash; 

(2) Add and cross add the petty cash book up to date 
and ink in the totals (make sure all paid vouchers 
are entered) ; 

(3) Determine ledger balance by taking last balance 
shown, and adjusting it for the debits and credits 
you have added in the petty cash book (and any 
prior entries if not yet posted) ; 

(4) Agree (1) and (3); 

(5) The cash disbursements book must be scanned for 
the intervening period to see that all transfers to 
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petty cash have been included as receipts in petty 
cash book. 
General cash—The following balancing operations 


must be performed even if there is no cash on hand: 


(1) 


(2) 


(3) 





(4) 
(5) 


(6) 





Ink in cash book totals (if the book is not already 
inked in) and cross add at date of count. Note the 
totals in your working papers. The totals should be 
noted even if the book was already inked in; 
Check and take note of the last numbers of any 
serially numbered receipts or cash sales slips issued, 
and see that these are entered in the cash book prior 
to your inked-in totals. If any of these are not en- 
tered, ascertain the reason and have them entered 
at once if possible. If there are any such unrecorded 
items they must form a cash balance in addition to 
the amount shown by the books. Also note any un- 
entered disbursements made. from general cash, al- 
though you will find this to be the exceptional case; 
The total cash counted should equal the last deposit 
item shown in the cash book (plus any unrecorded 
items). The amount of this last deposit should be 
the only outstanding deposit and this will be verified 
at a later stage by checking the deposits against the 
bank statements. 

It may be however that to cover a shortage the 
cashier has included in the cash a cheque which has 
not been entered in the cash book as a receipt, or if 
the cash is counted the following morning instead of 
at the close of business, some of the receipts of 
the following day may be included to cover a short- 
age. To prevent this you must either (a) check 
the detail of the cash count back against the cash 
book or (b) subsequently check the detail of the du- 
plicate deposit slip against the cash book. On the 
advice of your senior this, and perhaps other, dupli- 
cate slips will be taken to the bank and compared 
with the originals; 

Add the cash book—that is, to the inked-in totals; 
If the cash is counted after the balance date check 
all intervening cash receipts to the bank statement 
or to receipted duplicate deposit slips. 

Check duplicate deposit slips in detail against the 
cash book for at least one week preceding count. 
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Items (4), (5) and (6) may be done at a later date if the 
senior in charge approves; items (7), (8), (9) and (10) will 
be done subsequently in any event. 

(7) Check back the totals noted in the working papers 
to the cash book; 

(8) Trace the outstanding deposit to the bank statement 
and check the duplicate deposit slip in detail against 
the cash book and cash count (see (3) (b) above) ; 

(9) Trace the disposition of vouchers, I.0.U’s and any 
other peculiar items noted in the count, and items 
of receipts and disbursements which may not have 
been entered in the books at time of count; 

(10) Watch for cheques subsequently returned by the 
bank which may be faked items included in your 
cash count. 

All of the foregoing may seem to you to be quite com- 
plicated, but all the conditions provided for above are not 
likely to occur in one count, and in any event some of the 
items which require lengthy explanation are actually accom- 
plished in very short order. It is most essential, however, 
that you have a proper clear thinking approach to your cash 
count, and it would be well for you to review your proce- 
dure before doing each count, at least until you are thor- 
oughly familiar with what is considered good auditing prac- 
tice. 

Cash and Banking Transactions 


The current audit of the banking transactions is usually 
one of the first major auditing functions assigned to the 
junior audit clerk, following hard on the heels of the petty 
cash vouchers. This part of the audit calls for skill and 
extreme care, and must be approached intelligently with a 
complete knowledge of what is involved. In the majority of 
fraud cases a cash manipulation is involved, so you will ap- 
preciate why this part of the audit must be thorough. 

Examination of cheques—Ordinarily this is done by two 
clerks, one of whom examines the cheques and calls the 
name of the payee and amount to the other who sees that 
this information agrees with the cash book entry and makes 
the appropriate “tick” mark in front of the item in the bank 
column. The clerk examining the cheques must watch for 
the following: 

(1) Date of Cheque—The cheques should be currently 
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dated (i.e., within the period being audited) and if 
dated prior to the period under audit they should 
be marked off the list of cheques outstanding at the 
start of the period as well as being marked off in 
the cash book; 

Body and Figures Should Agree—that is, the written 
amount should agree with the numerical amount. 
Ordinarily the banks will not cash a cheque if both 
figures are not for the same amount, but occasion- 
ally they miss these discrepancies. If, however, the 
written amount agrees with the amount paid and 
with the cash book entry the cheque may be ac- 
cepted. If the items do not agree, and the numeri- 
cal amount has been paid we should bring it to the 
attention of the client; 

Proper Signatures—Every cheque should be signed 
by authorized signing officers of the company, whose 
names should be listed in the chart book for your 
guidance. If you find cheques which have been 
cashed with only one of two required signatures, 
you should have the cheque signed by a second 
signing officer. If this occurs frequently the bank 
should be checked up by. the client. 

Cheque Should be Cancelled by Bank—The cheque 
should be marked as paid with the bank stamp of 
the particular bank involved, and the date of this 
paid stamp should fall within the period being 
audited. 

Endorsement—Every cheque should be endorsed by 
the payee, but this can be by way of an endorsement 
stamp. If the cheque is not actually endorsed by 
the payee it will be sufficient if the encashing bank 
has stamped on the back either (1) “Deposited to 
the credit of the payee” or (2) “Prior endorsements 
guaranteed,” or words which mean the same thing. 
Cheques which are not endorsed in any way should 
be returned to the bank for endorsement. In check- 
ing endorsements you cannot be expected to know 
the signatures of the endorsers, but you should 
watch for erasures or changes which may indicate 
some manipulation. 

You should also watch for second or third endorsers 
who may be employees or officers of the client under 
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audit. This might indicate that cheques are being 
cashed by employees for some reason that should be 
investigated. 

Cheques Redeposited—If cheques made out to some 
second party are redeposited in the company’s bank 
account, they should be carefully enquired into, as 
such cheques might be included in a deposit to cover 
a cash shortage. You should check the details of 
the cash receipts book for the date involved and 
see that the cheque redeposited is properly recorded 
and not credited to a customer’s account receivable, 
etc. It should be credited to the same account as 
was debited when the cheque was entered as a dis- 
bursement. 

The same general principles that are set out above apply 
to the examination of drafts drawn upon the client, which 
are exactly the same as cheques except that the payee has 
forwarded the document to the company, usually through 
its bankers, for acceptance. The draft or acceptance should 
therefore be signed or “accepted,” by authorized signing 
officers in the same manner as cheques. 

The third type of document included under the general 
heading of “examination of cheques” is the debit note. You 
will most likely find that for each such debit item you will 
have two slips, one is called “Advice of Debit” and the other 
“Debit Note” (or very similar wording). The “Advice of 
Debit” serves the purpose indicated by its name, while the 
“Debit Note” itself is the actual voucher for the charge, and 
is returned by the bank at the month end with the cheques. 
It is the “Debit Note” item that you should examine, which 
should be marked as paid by the bank, and the paid stamp 
should be dated during the period of audit. The “Advice 
of Debit” should be cancelled with your audit stamp. You 
will actually find, however, that the “Advice of Debit’ is 
sometimes stamped by the bank as paid while the “Debit 
Note” is not stamped at all. If this happens it is sufficient 
to make sure that you have the actual “Debit Note” and 
that it corresponds exactly to the stamped “Advice of 
Debit.” 

You should request that all debit notes for larger 
amounts (say over $50) such as for purchase of bank drafts, 
be signed by authorized signing officers the same as cheques 
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and drafts, to indicate their approval of the charge. Debit 
notes issued by the bank for its own charges (such as 
exchange on cheques) in small amounts need not be so 
signed. Ordinarily the bank indicates on the bank state- 
ment which items are debit notes by a small DN or other 
symbol in front of the amount. You should check the debit 
notes to the statement to see that they are so marked, and 
then clear the statement to see that you have them all. The 
reason for checking the debit notes off in this way is that a 
debit note is much more easily faked or tampered with than 
a cheque, and also is more easily obtained, and checking 
them to the bank statement helps to prevent a debit note 
being substituted for a cheque which has been withheld. 
For example the cashier might issue a cheque to petty cash 
for $45 but keep the funds himself, and then “raise” a legiti- 
mate debit note from $5 to $50 by altering the figures, or 
forge a debit note for $45. The $45 cheque would be with- 
held from the auditor and destroyed, but the bank balance 
would still reconcile because the debit note would be entered 
for $45 too much. This should be caught by checking the 
debit notes against the bank statement. The cashier might 
go so far as to make a similar alteration on the bank state- 
ment, but careful scrutiny of the bank statement should 
reveal such an alteration. 

All three of the above types of documents will be 
stamped off with your audit stamp as called in. You are 
probably familiar with the various marks we use to indicate 
cheques, drafts, and debit notes, and in any case these are 
set out in the firm’s audit instructions. When marking off 
the debit notes the expense distribution column should be 
vouched at the same time (except when for purchase of 
drafts) because it is unlikely that there will be any addi- 
tional vouchers available (i.e., a debit note for bank charges 
is the only voucher that will be received). Cheques payable 
to bearer or to a signing’ officer should be marked as “bearer 
cheques,” and cheques to a bank should be marked as “bank 
cheques” with the appropriate “tick” marks. Whereas the 
ordinary cheque made out to some firm or individual and 
properly endorsed acts as a receipt for the funds disbursed, 
cheques made out to bearer or to a bank give no evidence 
as to who eventually received the money. Therefore the 
disposition of the cash received for such cheques must also 
be verified so that you can be satisfied that the money was 
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used in a proper way for a legitimate purpose, and the 
special mark placed against these cheques serves as the re- 
minder to do this. 

When all the cheques, etc., have been examined and 
marked off in the cash book, you should then clear for open 
items as follows: 

(1) See if all the outstanding cheques shown on the 
opening bank reconciliation have been marked off. 
If not, then the cheques still shown as uncashed 
must be transferred forward to the closing recon- 
ciliation, and these should be indicated with a 
“transfer tick” in front on the latter reconciliation, 
instead of with the usual outstanding symbol. In 
this way the old outstanding items show up clearly ; 
Next clear the cheque column of the cash book for 
the period audited, and mark any open items (i.e., 
cheques not marked off) with the outstanding sym- 
bol, and at the same time mark the item in a similar 
manner on the list of outstanding cheques forming 
part of the closing reconciliation ; 

(3) Make sure you have marked all the outstanding 

cheques on the reconciliation. 

If there are any certified or marked cheques outstanding 
they will not form part of the reconciliation because the 
bank will already have charged them against the bank ac- 
count. They should be marked as outstanding certified 
cheques in the bank column of the cash book and noted on 
the reconciliation, so as not to be overlooked when the 
cheque is actually cashed. There should be an advice from 
the bank covering the cheque or cheques certified, but fail- 
ing this it will be sufficient for you to see the item marked 
as certified with the appropriate symbol on the bank state- 
ment. Eventually of course the actual cheque must be ex- 
amined, and that is the reason you must note these items on 
the reconciliation, otherwise they could easily be overlooked. 
A marked cheque should not be outstanding for any length 
of time, and if such cheque does not turn up shortly you 
should view it with suspicion and follow it up. 

Check deposits to bank statement—This involves call- 
ing the deposit items shown in the bank or deposit column 
of the cash book to the bank statement and placing the 
appropriate check mark in front of the amount each place. 
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Deposits should be made regularly and you should watch 
to see that the date of deposit shown by the bank statement 
is not more than one day later than the date shown in the 
cash book. This may run to two days over a week-end, 
but should not be more. A longer lapse of time may indicate 
that the cash is actually short and that each day’s deposit 
is being made up with cash subsequently received but not 
entered promptly in the cash book. You should make note 
of such a situation and explain it to your senior in charge. 

Both the cash book deposit column and the bank state- 
ment should be cleared to see that all deposit items have 
been taken. If there is an item shown as a deposit in the 
cash book at the end of the month but not entered in the 
bank statement this will be an “outstanding deposit,” and 
should be so marked on the reconciliation and in the cash 
book. It is not unusual to find an outstanding deposit each 
month, particularly where cash collections are being trans- 
ferred from branches, etc. But at a balance sheet date the 
outstanding deposit or deposits must be verified by counting 
the cash on hand. If the cash is not counted at the close 
of business on balance sheet date, it must be counted as soon 
as possible after that date. The cash book must be balanced 
to that date and all deposits subsequent to year end up to 
date of count (including the outstanding deposits at year 
end) must be traced to the bank statement. The duplicate 
deposit slips covering the outstanding deposits must also be 
checked in detail against the cash book, and, on the advice of 
your senior, against the original deposit slips at the bank. 

The above verification of the outstanding deposits should 
also be extended to reconciliations made at times other than 
balance sheet date, if the outstanding items appear in any 
way out of the ordinary. 

Additions—You should follow the rule that all columns 
of the cash books are to be added and the totals cross-added 
(i.e., to see that the total debit items equal the total credit 
items), unless the senior specifically approves a less detailed 
check. If a detailed audit is being performed and all the 
distribution in the cash book is checked it is customary to 
add all columns or all but one, which one would be proved 
in total by cross-adding the columns. If only the banking 
transactions are being audited and the expense distribu- 
tion is not verified, then it is customary to add merely the 
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bank column and any columns which are not posted in total, 
but in any event, all column totals are cross-added. (The 
adding of columns not posted in total is necessary in prov- 
ing the cross-addition of all debit and credit postings to 
the ledger.) As stated however, the decision as to which 
columns should be added must be made by the senior in 
charge. 

The cash receipt books should be cross-added during the 
month at some point as well as at month-end, to see that 
all the receipt items are included in the deposit total entered 
in the bank column. If the book did not cross-add it might 
indicate that certain receipts entered in the cash book were 
withheld from the deposit by the cashier. 

When adding, or in fact doing any work on the books, 
you must watch for changed figures, and the correct amount 
should be inked in by you with green ink along side of the 
changed item. Then when you are doing the posting or 
vouching, you will know that the figure was not changed 
after you had added the books. Similarly if the vouching 
is done before the books are added, changed figures should 
be inked in with green ink; then when you come to do the 
additions you will know that the item is correct and was not 
changed after the vouching was done. 

No book should leave your possession once the additions 
have been commenced until they are completed. This ap- 
plies also to the other audit functions of vouching and post- 
ing, and you should always plan your work with this in 
mind. It is seldom possible to retain each book until all the 
audit work is completed, but it is essential that it be re- 
tained throughout each separate task (i.e., calling cheques, 
vouching, distribution, adding, and posting, etc.). It is 
essential, however, to add at least the bank columns of the 
cash books immediately after auditing the cheques and 
deposits. 

Bank reconciliation—Practically all the work of recon- 
ciliation has now been done. You have already transferred 
the outstanding cheques and deposits from the cash books 
to the reconciliation and have cleared any old items forward 
from the previous reconciliation. The balance, as shown by 
the bank, should be transferred from the bank statement 
(and from the confirmation if it is a balance sheet date). 
The ledger balance is transferred to the reconciliation from 
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the ledger account, but this balance must be verified as 
follows: 

(1) Check ledger balance at start of period from your 

opening trial-balance or previous reconciliation ; 

(2) Post the ledger account from the cash receipts and 

disbursement books for period audited; 

(3) Add the account for the period under audit; 

(4) Transfer balance to the reconciliation. 

The above items should be done as soon as the audit of 
the cheques and deposits is completed, even though you in- 
tend to post and add the ledger completely during the course 
of your audit. The reconciliation should also be added im- 
mediately. 

If the reconciliation is made in connection with a cur- 
rent audit you should keep a copy of the reconciliation in 
the current papers so that it will be available for your next 
visit. It is not necesary to make a complete listing of the 
outstanding cheques if this is available in the client’s 
records, but you should note: 

Balance per Bank 
Add outstanding deposits ... 


Less outstanding cheques athe 


Balance per ledger 
and then check this back against the more complete recon- 
ciliation at time of your next audit. 

If the reconciliation is prepared at a balance sheet date 

the outstanding cheques must be verified as follows: 

(1) Obtain cancelled cheques and bank statement for 
the period immediately subsequent to reconciliation 
date; 

(2) Check the cheques and debit notes, etc., against the 
bank statement to see that none have been with- 
held. The reason for this is that a cheque issued 
in the period under audit to cover a shortage or 
discharge a liability might not be cleared until the 
subsequent period and might be withheld from 
you; 

(3) Add the bank statement and watch for changed 
figures ; 

(4) Cheques dated prior to date of reconciliation should 
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be marked off against your outstanding list and the 
cash book. If cheques were issued and dated prior 
to that date and yet were not entered in the cash 
book, they must be carefully enquired into and 
brought to the attention of your senior. As in 
item (2) above, such cheques might be used to 
discharge liabilities which existed at balance sheet 
date but which were not disclosed to you; 

(5) You should note carefully the date of the bank 
“paid” stamp and “clearing” stamp and watch for 
bearer cheques or bank transfers which were cleared 
through another bank prior to reconciliation date. 
Money could be obtained in this way to cover a 
shortage. For example, a client might have several 
bank accounts and the cashier could cover a cash 
shortage on the last day of the month by depositing 
in any one of these bank accounts a cheque drawn 
on another bank account. The cheque would not 
be cleared through the second bank until the fol- 
lowing day, or even later if the bank were out of 
town, so that at the year end all the accounts would 
appear to be in balance. This could be caught by 
examining the date of the paid stamps on the 
cheque, which would indicate that it had been de- 
posited prior to the year end. Bearer cheques 
could be used in a similar manner to obtain actual 
cash on the last day of the year which could be 
included to cover a shortage. Bank transfers could 
be manipulated in a similar fashion. 

When a reconciliation is prepared at other than a bal- 
ance sheet date it is preferable but not essential to do the 
above work as a test. If, however, the audit of the bank 
is not continuous or if the internal check on the prepara- 
tion of the bank reconciliations is not adequate then the 
above work must be done. 

Vouching the cash books—In a subsequent lecture you 
will learn the art of “vouching,” but briefly vouching means 
examining the appropriate invoices, receipts, contracts or 
agreements, etc., which form suitable evidence as to the 
propriety of the payment or receipt in question. In other 
words, you examine a “voucher” in support of the entry. In 
addition to examining the voucher you stamp it with your 
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audit stamp (except in certain cases, such as contracts or 
agreements) and mark the item off in the books with the 
voucher symbol. 

(1) Cash receipts books—The majority of cash receipts 
items will probably be credited directly to customers’ re- 
ceivable accounts, and there is no vouching problem in- 
volved because this represents the collection of items that 
have already been set up in the books as receivable. How- 
ever, there are usually sources of miscellaneous income such 
as rents, royalties, interest, dividends, rebates, etc., which 
will have to be verified. In a detailed audit it is part of 
our work to see that the company has actually received all 
miscellaneous income to which it is entitled, and that none 
of these funds are being misappropriated. Certain regular 
periodic receipts are sometimes set up in advance as re- 
ceivable by journal entry. In that event the money when 
received is credited to accounts receivable instead of to an 
income account, and the vouching problem involves the 
journal entry rather than tht cash receipt. In any event, 
schedules of regular periodic payments should be kept by the 
client or by ourselves, which can be cleared to the cash 
book. 

Interest and dividends received can be verified by refer- 
encing the client’s security holdings to one of several publi- 
cations which record the interest and dividends paid by all 
important companies on this continent. This verification is 
frequently left until the year end when all investment in- 
come is verified at one time. Receipts from miscellaneous 
cash sales should be verified by checking the sales slips, 
cash register tapes, or whatever form of record is avail- 
able. For instance, the client might sell articles out of 
stock to his employees for cash, and it might be that such 
sales are recorded by a stock clerk on a counter cheque 
book form, i.e., the form of duplicate sales slip used in 
many retail stores) and the actual cash is turned into the 
cashier by the employee making the purchase. The amount 
of cash shown as received by the cashier could then be 
checked from time to time by adding up the duplicate sales 
slips retained by the stock clerk. Actually cash sales occur 
in a great many ways and are frequently difficult to check, 
and it is not practical in this lecture to go into the many 
problems that may arise. The method of handling and re- 
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cording cash sales must be carefully enquired into in each 
case before you can conduct a satisfactory audit. 

Vouching miscellaneous receipts is something that re- 
quires ingenuity because it is not what has been received 
and recorded that concerns you so much as what might 
have been received but is not recorded. You should con- 
sider carefully all possible sources of revenue in dealing 
with each audit. 

(2) Cash disbursements book—If there is a voucher regis- 
ter (sometimes called purchase journal, invoice register, 
etc.) the majority of the charges in the cash disbursements 
should be to accounts payable, and no vouching will be 
necessary of charges to the accounts payable or bills pay- 
able columns provided the postings are tested as indicated 
later. This follows a theory similar to that set out under 
cash receipt items credited to accounts receivable accounts, 
namely, that these payments discharge a liability already 
recorded on the books. 

Actual purchase vouchers will be dealt with in a later 
lecture, and you will know how to deal with these if they 
are entered directly in the cash book rather than through 
a voucher register or purchase journal. As you vouch the 
cash disbursements you will be able to clear the bank and 
bearer cheques previously referred to. For instance, a 
bearer cheque for travelling advances charged to a receiv- 
able or control account and subsequently accounted for can 
be accepted. A bearer cheque should not however be 
charged to an expense account unless there are proper 
vouchers and receipts covering the item. Bearer cheques 
reimbursing petty cash funds can be accepted if there are 
proper vouchers available, or if the amount is charged to 
the petty cash account in the ledger. Cheques payable to 
a bank may be for transfer into another bank account, 
and the transfer should be traced as a deposit to that ac- 
count. Cheques may be issued to a bank to cover the pur- 
chase of bank drafts to be forwarded to a supplier. In 
this case you should see either a receipt from the supplier 
in addition to the regular invoice, or a document of some 
kind stamped by the bank giving the details of the drafts 
purchased with the cheque in question. The reason for 
checking these items in the above manner is to verify that 
the cash funds made available by a bearer or bank cheque 
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were actually transferred properly to some supplier, bank 
account or fund that can be accounted for. 

The books must be carefully cleared for missing vouchers 
and any open items should be listed. The client should 
be asked to locate these, and any items for which satis- 
factory vouchers are not eventually obtained must be dis- 
cussed with and approved by someone in authority in the 
client’s office. (The senior in charge should do this.) If 
you find it convenient to give a list of these vouchers to 
the client then you must also keep a list in the current 
papers, so that one list never leaves your control. 

Post general ledger—Whether or not all months are 
completely posted will depend upon the scope of audit, but 
it is essential that bank accounts be completely posted for 
the periods audited, and as previously pointed out this 
must be done when you are reconciling the banks. It does 
not matter whether you clear the postings from the books 
of original entry to the ledger or vice versa, provided all 
the books are carefully cleared when the posting is com- 
plete. You should keep control of the ledger until the 
posting is completed and the books cleared. You should 
also, of course, control each book of original entry until 
it is cleared. ; 

The postings to accounts receivable and accounts pay- 
able accounts should be tested. If only a section of the 
accounts is posted that section must be carefully cleared 
to see that all items are posted, and the whole cash book 
column will have to be examined to see that all items that 
should have been posted to the particular section tested 
were so posted. However, accounts payable ledgers are 
becoming a thing of the past, since accounts usually are 
paid promptly and it is a relatively simple matter to verify 
the total shown as payable at any time by adding up the 
unpaid invoices on hand. In this case you will not be able 
to test the postings to the accounts payable ledger, but 
nevertheless you must make a test to see that the cheques 
are being issued properly to legitimate suppliers. This can 
be done by checking the cash disbursements against the 
amount set up in the voucher register or purchase journal, 
to see that the cheques are issued to the supplier from 
whom the invoices were received and that the amounts are 
in agreement. A cheque may pay more than one invoice 
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from the supplier at one time, but there is usually some 
record of the items included in the cheque which will fa- 
cilitate your check. The extent of this test should be left 
to the discretion of your senior. 

Examine bank statements—This work does not appear 
as a separate item in the audit programme because it is 
ordinarily done in conjunction with the audit of the cheques 
and deposits. It might be well, however, to set out the 
various items that will be checked although some of these 
have already been covered. The following is the work to 
be done, but need not be done in this particular order: 

(1) Check the opening bank balance at start of audit 
period from your opening reconciliation in the pa- 
pers; 

(2) Carry the totals forward from one statement to 
the next and transfer last balance to the closing 
reconciliation ; 

(3) Clear the deposit column to see that all items are 
accounted for; 

(4) Clear for debit notes to see that all these have been 
examined ; 

(5) Watch carefully for changes or erasures, and if 
these are suspected, the bank statement should be 
added. Errors corrected and cancelled on both 
debit and credit side of the statement, or marked 
“EC,” should be looked into. If these occur fre- 
quently, or are substantial in amount, the matter 
should be brought to the attention of your senior, 
who may advise that the statement be taken to the 
bank for comparison with the original; 

(6) As noted previously, the cheques, etc., will be 
marked off against the bank statement in connec- 
tion with your reconciliation at balance sheet date 
and when this is done the statement should be 
added. Where a test or detailed audit is performed 
in addition to the balance sheet verification, it is 
also advisable to check the bank statement in this 
manner at least once during the year. This is done 
to make sure that all cheques cashed are submitted 
for your inspection, that none have been altered in 
amount, that all debit notes are properly indicated 
on the statement, and that there are no changes, 
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erasures or items withheld. The bank statement 
should be added to make sure that no changes have 
been made thereon to correspond with the changes 
made in the cheques or debit notes; 

(7) Stamp off statement with your audit stamp. 

Test duplicate deposit slips—You will already have 
noted under the “cash count section” that duplicate de- 
posit slips are tested to verify outstanding deposits and 
to see that the deposit corresponds with the cash book 
entry, and it is also necessary to do this at other times 
during the year. These should be taken to the bank and 
checked against the originals from time to time, and it 
is best to have the client advise the bank in advance so 
that the latter can secure the ones required from the files. 
The slips should be watched carefully for any sign of 
changes or erasures when you are checking them against 
the cash book entry. Under the cash count section, it was 
explained how cheques might be “split”? and credited to 
two or more accounts, or perhaps credited in total to the 
wrong account. This may be done to credit accounts which 
have actually been paid off, but the money has been ap- 
propriated by the cashier or bookkeeper. Checking the 
details of the deposit from the deposit slips to the cash 
book may catch this type of manipulation. 


Conclusion 

The foregoing has covered a great deal of important 
detail which can only be mastered by repeated study. The 
instructions given here, however, are merely supplemental 
to the firm’s audit instructions, which should always be 
considered as your guide. Those instructions should be 
studied carefully over and over again before you can hope 
to be thoroughly familiar with the many ramifications in- 
volved in the audit of cash transactions. 
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GLIMPSES OF CURRENT ACCOUNTING LITERATURE 


A Summary Prepared by John Douglas Campbell, 
Chartered Accountant 


BULLETINS 
(1) Cost Accounting 


overnment Contracts—Bulletin No. 6, Volume XXIV, 

15th November 1942, published by the National Asso- 
ciation of Cost Accountants (385 Madison Avenue, New 
York City) carries an article “Some Practical Problems and 
Recent Developments in Costing Government Contracts” 
by Joseph P. Healey which presents some of the more 
pressing, of the present industrial problems which have 
arisen out of war contracts in the United States. 

A general outline of the procedures and regulations of 
the various agencies connected with government contracts 
is presented against a background of the cost plus a fixed 
fee form of contract. 

In setting out the duties of the various governmental 
agents a special reference is made to the use of the test 
method of auditing which is being extended at the present 
time to those concerns “which have a satisfactory system 
of internal audit control.” In discussing the various advan- 
tages of the test method it is pointed out that “selective 
auditing requires fewer accountants, so the experienced 
personnel needed is substantially reduced for the given 
task. Much duplication of work is eliminated and the cost 
of auditing is lowered. It should expedite the reimburse- 
ment to contractors and provide a more effective audit of 
a contractor’s claims.” 

The questions of material control, financing and rene- 
gotiation are each dealt with specifically. 

In dealing with the final question of renegotiation a 
broad general basis is laid down incorporating a concrete 
suggestion as to the probable form and general nature of 
the renegotiation which likely will be carried out. A _-cer- 
tain solace is given in closing the discussion on this matter 
in that “if you have no skeletons in your closet, you need 
not have any concern about these matters.” 


(2) Auditing 
Restricted Examination—The Committee on Auditing 
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Procedure of the American Institute of Accountants in 
Statement No. 11 on Auditing Procedure issued in Septem- 
ber 1942 and reproduced in the November 1942 issue of 
The Journal of Accountancy (13 East 41st Street, New York 
City) presents “The Auditor’s Opinion on the Basis of a 
Restricted Examination.” 

The statement covers the question as to whether or not 
a restricted basis of examination represents a case where 
the opinion to be expressed should be negative. 

A specific case is presented and the following general 
conclusion is drawn: “Although a particular and important 
auditing procedure in respect of a major portion of the 
assets may be omitted, under certain circumstances the 
other evidence existing may be of sufficient weight to 
justify the auditor in expressing a properly qualified opin- 
ion.” The sole responsibility for the opinion of course rests 
with the auditor. 

Auditing Procedure—Statement No. 12 on Auditing 
Procedure issued in October 1942 and published in the 
November 1942 issue of The Journal of Accountancy covers 
an “Amendment to Extensions of Auditing Procedure.” 

The point under discussion deals with the previously 
sanctioned procedure covering the question of when a 
qualification is required of an auditor’s report if the sug- 
gested method of verification outlined in “Extensions of 
Auditing Procedure” for inventories and receivables has 
not been carried out. 

The amendment recommends “that hereafter disclosure 
be required in the short form of independent accountant’s 
report or opinion in all cases in which the extended pro- 
cedures regarding inventories and receivables set forth in 
‘Extensions of Auditing Procedure’ are not carried out, re- 
gardless of whether they are practicable and reasonable, 
and even though the independent accountant may have sat- 
isfied himself by other methods.” 

Verification of Inventories—A subcommittee on Audit- 
ing Procedure of the American Institute of Accountants 
presented in October 1942 a report covering “Confirmation 
of Inventories in Public Warehouses” which was published 
in the November 1942 issue of The Journal of Accountancy. 

Although in most cases it is impossible for a ware- 
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houseman to report upon the condition and quality of the 
goods held as well as the nature of the contents, the most 
effective check of goods held in storage for a client is to 
have an independent report prepared by the public ware- 
houseman based on his records. 

The suggestion is offered that in order to overcome 
identification difficulties of warehouse receipts endorsed in 
blank that it is probably necessary from a practical stand- 
point for the independent public accountant to submit to 
the warehouseman a list of goods presumed to be in stor- 
age according to the client’s records and ask for confirma- 
tion. Any such request for confirmation should be made 
within a reasonable time period after the date as at which 
the confirmation is to be required. 

ARTICLES 
(1) Accountants’ Liability 

Saul Levy in an article “Accountants’ Liability” pub- 
lished in the October 1942 issue of The New York Certified 
Public Accountant (15 East 41st Street, New York City) 
discusses the question of the present need for the develop- 
ment of a standard of measurement within the accounting 
profession covering the question of the legal liability of 
accountants. “The legal liability of accountants should be 
confined within the framework of professional standards 
and criteria.” 

A detailed discussion is presented of the five main 
characteristics underlying the professional opinion ex- 
pressed by an accountant. These represent the auditor’s 
opinion as being (1) technical, (2) informed, (3) expert, 
(4) candid and (5) independent. Each characteristic in- 
volves an evaluation of technical matters concerning which 
most laymen have had no previous experience or knowledge. 
Unless the profession as a whole develops agreement upon 
a group of common standards covering these matters 
which will form technical criteria which juries will accept 
as a professional decision, they are leaving themselves open 
to the imposition of inexpert decisions as to what consti- 
tutes the accountant’s duty in any given case. 

In suggesting ways and means of developing such a 
technical criteria it is stated “We also have a duty to the 
public and to ourselves to enlighten all interested parties 
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as to what is the technical nature of the services we render 
and what is the scope of the responsibility we assume in 
performing such services .... Only through well-estab- 
lished professional standards and criteria can accountants 
assure themselves of judgment by their peers.” 


(2) Full Employment in the Post-War Period 


Dr. A. G. Abramson in an article “Proposals for In- 
dividual Firm Action in the Post-War Period” published 
in the November 1942 issue of The Controller (1 East 42nd 
Street, New York City) discusses the problem of “full 
employment” which private enterprise or government or 
both jointly will be facing in the post-war era. 

The article is divided into two main subdivisions, the 
first of which covers the proposed role of the individual 
firm in the post-war era whereas the second subdivision 
deals specifically with certain suggested individual firm 
programmes and their relationship to the question of full 
employment. 

Full employment is deemed necessary to political sta- 
bility, the responsibility for which must be assumed by 
private enterprise. The suggestions to date which have 
been put forth as a means of meeting this responsibility 
place major reliance on lower prices and the introduction 
of new products. These procedures place the brunt of the 
responsibility upon the manufacturing section of industry. 
Serious doubts exist as to whether or not such suggested 
procedures will be effective. 

In closing Dr. Abramson points out that the present plans 
which have been made are not likely to meet the situation 
which exists even though business in general is making 
an honest effort to look ahead and prepare the best it 
can. “It is on the employment or lack of it, of the potential 
workers of the Unites States, that our present form of 
government, and the retention of private business enter- 
prise depend.” 

(3) Financial Reports 

William W. Werntz in an article “Financial Reports 
to the O.P.A.” published in the November 1942 issue of the 
New York Certified Public Accountant and the December 
1942 issue of The Journal of Accountancy presents a report 
on the project of the Office of Price Administration re- 
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questing the filing of detailed forms by most American 
businesses having a capital investment over $25,000. 

The report not only indicates the progress which has 
been made to date in the gathering of this financial in- 
formation but also indicates the use which is being made of 
the information which has been collected. Certain modi- 
fications and changes to the original forms are discussed, 
the necessity for which has been indicated by the experi- 
ence gained to date. 

(4) Priorities 

Wartime Problems Release No. 19 issued on 27th Oc- 
tober 1942 by The New York Certified Public Accountants 
Committee on Wartime Problems suggests that if a “prac- 
titioner is unable to secure the necessary personnel, he 
may have to install a system of priorities in his own office 
by giving his attention first to engagements tied in with 
the war effort and then to less important work to the ex- 
tent that he is able, but he should not spread himself so 
thin that the extent and the quality of his work might fall 
below proper professional standards.” 

(5) Priorities Handbook 

To those interested in the detailed operation of the 
priorities system as it is operative in the United States 
attention is called to the recent booklet published by the 
United States War Production Board entitled ‘Priorities 
and Industry.” This booklet provides a concise and well 
developed presentation giving an over all picture of the 
priority programme. Copies of the booklet may be obtained 
by writing to the War Production Board, Washington, D.C. 


(6) Pay-As-You-Go 

The Ruml Pay-As-You-Go Income Tax Plan referred to 
editorially in the December 1942 issue of THz CANADIAN 
CHARTERED ACCOUNTANT is dicussed in an article by Beardsley 
Ruml sppearing in the November 1942 issue of The 
Controller. 

The basis of the suggested plan is that of paying the 
current year’s income tax based on the current year’s income 
from current income. The adoption of the plan is aimed (1) 
to relieve citizens of income tax debt, (2) to clear the decks 
for an all-out war financing programme and (3) to provide 
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for a stable financial programme covering the post-war 
period. 
(7) Inventory Valuation 

Albion R. Davis in an article “Some Problems of Last- 
In-First-Out Accounting” published in the October 1942 
issue of The Accounting Review (University of Michigan, 
Ann Arbor, Michigan) presents a discussion of the use of 
index numbers in the application of the last-in, first out 
method of inventory valuation to composite inventories. 

The primary portion of the article is devoted to an 
examination of the underlying principles of the last-in, 
first-out method coupled with a discussion of the permis- 
sive limits of its application. 

The last-in, first-out method of inventory valuation is 
only applicable to a continuity of operations in that it is 
designed primarily to enable the presentation in the current 
operating statement of a matching of current costs with 
current revenue. Unless a continuity of operations and 
a continuity of inventory position exists in respect to a 
continued venture the last-in, first-out method cannot be 
successfully applied. Where several separate types of ven- 
tures exist within one business unit then the last-in, first-out 
method may be properly applied separately to each venture 
although it could not be applied logically in an over all man- 
ner to all ventures. 

In covering the question of continuity of operations the 
requirement of similarity is set out as necessary either in 
(1) the factory processes through which the product 
passes, (2) the raw materials used, (3) style, shape or use 
of finished products or (4) a similarity in the price pattern. 
It is upon the last type of similarity that the article proper 
is based. 


A series of specific illustrations is presented as to the 
manner in which the price index (assumed price pattern 
similarity) will be applied in the operation of the last-in, 
first-out basis of inventory valuation covering a composite 
number of products. 

“Last-in, first-out inherently limits the inclusion of items 
in a group control to only those which have among other 
similar characteristics . . . . that of similarity in price 
changes from time to time.” 
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(8) Solvency 


I. M. Mackler in an article “A Suggestion for the Meas- 
urement of Solvency” published in the October 1942 issue 
of The Accounting Review discusses the inadequacies of the 
current ratio (current assets to current liabilities) in the 
determination of the debt paying ability of any concern. 

The article in essence indicates a practical method of 
weighting the current ratio under operating conditions by 
the liquidity of the receivables and the inventories on one 
hand and the liabilities on the other hand. “Relating the 
maturities of current assets and current liabilities to a 
common point of time.” 

In closing it is pointed out that although the modified 
current ratio (adjusted for maturities of its components) 
is more precise than the ordinary current ratio, it obviously 
falls short of perfection. The use of estimates and the 
failure of adequate weighting for seasonal changes and 
general level of prices are indicated as the main deficiencies 
in the modified ratio suggested. 


REVALUATIONS OF ASSETS AND REDUCTIONS OF 
SHARE CAPITAL—1930-1939 


By C. B. Wade, Chartered Accountant, Kingston 


T IS now well established that the accountant periodically 
records only realized net income. This is done by book- 
ing (a) costs comprising current outlays assignable to 
current revenue, (b) costs comprising past outlays assign- 
able to current revenue (depreciation), (c) current realized 
gross income, (d) realized losses assignable either to past, 
current or (sometimes) future periods; realized losses here 
mean either realized declines in asset values, or outlays not 
resulting in income (expiration of cost incurred without 
compensation—Paton and Littleton). 

This mode of measuring (defining) net income fails to 
record separately a host of economic events that result in 
loss to an enterprise, e.g., lowering of tariffs, lower prices 
relative to costs, weakening of competitive position, etc. 
It is of course usually impossible, or if possible not useful, 
to isolate these events and separately measure their effect 
on net income. 
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Many of these events may result in a permanent de- 
crease in net income, that is the capital value (capitalized 
future income) of a concern may be permanently lowered 
—there will be a permanent change in income relative to 
some costs or vice versa. 


Such a permanent fall in capital value will ordinarily not 
be recognized separately on the accounts—it will be booked 
in the form of lower income or higher costs (one relative 
to the other), as these are booked on the customary “re- 
alized” basis, i.e., it will be booked long after the adverse 
events occurred. 

But on occasion management will decide separately to 
record its estimate of a decline in expected future net 
income. This will be done by capitalizing the loss in some, 
usually indirect, manner such as by reference to its past 
and current rates of profit. Capital stock will be reduced 
together with long term assets—current assets will usu- 
ally (though not invariably) have already been reduced 
to current values. i eae 

The purpose of this study is to ascertain how wide- 
spread is this custom in Canada. As such reductions in 
long-term assets will occur most frequently in periods of 
unemployment of resources (depressions) the last depres- 
sion of 1930-1939 has been chosen. The financial state- 
ments of 247 public corporations were examined and all 
reductions in capital recorded. 

It was found that during the period (1930-1939) only 
49 corporations reorganized their capital downward and 
wrote down their long-term assets. Detailed data on these 
are given below. Before examining this it seems desirable 
to stress that the failure of a concern to reduce its capital 
during 1930-1939 may mean either (a) the capital value 
of the corporation did not (permanently) decline in the 
opinion of management or (b) it did decline but manage- 
ment has chosen to let future net income record the facts. 
Furthermore, the fact that a decline is recorded separately 
by means of reducing long-term assets and capital does not 
prove a decline occurred—management may well have been 
mistaken. 

In the writer’s opinion many concerns indeed suffered 
permanent declines in capital value during 1930-1933, but 
management did not recognize them as permanent. It was 
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not until after 1933 that business began to understand that 
our economy would never again expand as it did prior to 
1929. By the time this began to be generally admitted the 
situation was saved by war production—immediately profits 
rose,’ i.e., capital values were restored, But it is generally 
known that these would not have been restored on anything 
like the same scale if war had not intervened. 

For all these reasons the figures below must not be in- 
terpreted in any sense as indicating that only 49 corpora- 
tions suffered declines. They simply show the extent of the 
practice of recognizing estimated declines in earning capacity 
value by means of capital stock reductions accompanied by write- 
downs of long-term assets, 

To what extent these reductions represent de-watering 
of stock, i.e., reductions of previously inflated long-term 
asset values, it is quite impossible to say. 


TABLE 1 


Reductions in book values of tangible and intangible 
fixed assets, and methods of booking 
fifty corporations—1930-1939 


Write-offs Charged to 


Capital | Earned | Appraisal 
Stock | Surplus| Surplus {| Total 


$000 $000 $000 $000 


angible long-term assets 60,745 500 61,245 
ntangible long-term assets| 31,509 16,798 963 49,270 


$92,254 | $17,298 $963 $110,515 





The total write-off of $110 millions represents 40.1% of 
the original book values of the long-term assets. 

It will be observed that write-downs to earned surplus 
have been shown. These write-downs made by fourteen 
corporations do not really concern this study as we are 





1See the writer’s study “Taxes on Corporation Income,” published 
in the August 1942 issue of THE CANADIAN CHARTERED ACCOUNTANT. 
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interested only in write-downs of long-term assets accom- 
panied by reductions of capital stock. Of these only 36 
occurred, 7 of which wrote down both tangible and intang- 
ible assets, 15 intangibles only and 14 tangibles only. The 
write-downs of intangibles by those 15 concerns who re- 
duced intangibles only were 100% of the original book 
values of the intangibles, i.e., these “assets” were complete- 
ly eliminated. 
TABLE II 


Percentages of original values of 
tangible long-term assets written off. 
21 Corporations, 1930-1939 


No. of 
Corporations 


Over 50% 
30% to 50% 


20% to 29% 
Under 20% 





The concentration of write-offs of 30% to 50% of assets 
(median is 39%) is quite remarkable. Unfortunately the 
significance of this is obscure. One cannot conclude that 
management tend to write down long-term assets only when 
a substantial (and seemingly permanent) decline of 30% 
to 50% in earnings has occurred for one has no information 
on how many executives actually did think their concerns 
had suffered such losses in future income. 

Correlation of Write-Downs with Period of Incorporation 

The dates of incorporation of the fifty concerns who 
wrote down their long-term assets during 1930-1939 are 
very interesting: 

Dates of Incorporation No. of Companies 
1905-1912 14 


1924-1929 39 
Other dates 
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One might be inclined to think it significant that of 
the fifty corporations that wrote down their long-term 
assets during 1930-1939, twenty-nine or 58% were incorp- 
orated in the era of mergers based on often wildly optim- 
istic values and prognostications. But this inclination is 
modified by the fact that at least 65% of the 247 Canadian 
public corporations of this study were incorporated during 
1924-1929 both inclusive. About 16% were incorporated 
during 1905-1912 and about 9% prior to 1905. So it would 
appear that 1924-1929 mergers have not been subject to 
more capital reductions than the mergers of the other 
merger period of Canadian industrial history, viz., 1905- 
1912. 

Conclusion 

One can conclude that during the depression of 1930- 
1939 the practice of revising long-term asset values down- 
wards was followed by a very small minority of companies, 
viz., 36 out of 247 or about 14%. 


Those that did reduce their assets (simultaneously re- 
ducing capital stock) did so in substantial amounts (Table 
I 


TABLE OF EXCHANGE RATES 


(Kindly supplied by The Canadian Bank of Commerce, Toronto) 
80th November 15th December 


1942 1942 

I Si sadn ead eek 10-11% P. 10-11% P. 
EE NEG oi a es ea wes 443-447 443-447 
Australian Pounds .......... 35814 35814 
New Zealand Pounds ......... 360 360 
South African Pounds ........ 443 443 
British West Indies—Dollars . 9270 9270 
India—Rupees .............. 3356 3356 
Hong Kong—Dollars ‘vstodian 2781 2781 
Straits Settlements— : 

NG kpaavades = ae 5226 
Sweden—Kronor ............ 2633 2634 
Switzerland—Francs ........ 2569 2569 


Note: The above currencies are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies and sundry 
British Empire—Canadian cents per 100 units. 
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FURTHER NOTES ON BRITISH WAR FINANCE 
By Bryan Pontifex, F.C.A. (England), F.R.Econ.S., 
Knowle, Warwickshire, England 


een to the Great War the only paper money in the 
United Kingdom was £5 notes (and multiples) issued 
by the Bank of England. During that war the govern- 
ment issued £1 and 10/- currency notes, gold disappear- 
ing, but a few years ago the issue of these too was 
taken over by the Bank of England. The latest figures 
(posted up every Thursday afternoon outside the Bank of 
England) show the total note issue to be £847 millions—an 
increase of £158 millions in the year. This £847 millions 
is equivalent to over £19 per head of the people—44,000,000 
men, women and children. This reflects the well-being of 
the “masses,” or working classes, whose labour being in 
great demand is naturally highly remunerated. 

The gross debt of the United Kingdom as at 3lst March 
1939 (five months before the outbreak of the World War) 
was £8,280 millions of which £1,032 millions was External 
Debt. Three years later (after two and one-half years of 
war) the gross total debt was £14,186 millions—an increase 
of £5,906 millions or over 70%. The only satisfactory 
figure is that of the included “External Debt” which at 31st 
March 1942 was £1,142 millions or little more than 10% 
increase. This huge increase in the country’s debt of an 
average of nearly £2,000 millions a year during the three 
years shows the enormous cost of the war and the fact 
that, although the people are taxed “up to the hilt” such 
taxes are not adequate to cover the entire cost—the bal- 
ance, as brought out in these figures, having to be bor- 
rowed. 

Interesting detail, including in the above, is £35 millions 
“Loans Free of Interest” and £83 millions received on ac- 
count of National Savings Certificates—the latter showing 
an increase of £450 millions in three years to which, to get 
a true picture, we must add £172 millions of interest accrued 
thereon which of itself shows an increase of £34 millions in 
the three years. 


JANUARY 1943. 











THE CANADIAN CHARTERED ACCOUNTANT 





THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


OFFICERS AND COUNCIL 
Executive Committee 1942-43 


PEE iS Se ed eewkweReeea eee Kris A. Mapp, F.C.A., 
Toronto, Ontario 
Frederick Johnson, C.A., 
| rr rT Winnipeg, Manitoba 
T. Harold Johnson, C.A., 
Halifax, Nova Scotia 


Immediate Past President ........ Malcolm C. McCannel, F.C.A. 
Edmonton, Alberta 
Chairman, Finance Committee .... Fred C. Hurst, F.C.A., 


Toronto, Ontario 


Chairman, Legislation Committee... Clayton F. Elderkin, C.A., 
Montreal, Quebec 


Additional Member Executive George G. Patrick, C.A., 
SND anion ecb ceuesacs sax Saskatoon, Sask. 


Council 1942-43 
Representatives Elected by 


B. G. Aylen, C.A., Edmonton 
M. G. Graves, C.A., Calgary 
K. J. Morrison, F.C.A., Calgary 


R. C. Field, C.A., Victoria 

Wm. Macintosh, C.A., Vancouver 
J. Haydn Young, C.A., Vancouver 
R. T. Cunningham, C.A., Winnipeg 


William Gray, C.A., Winnipeg 
E. J. Williams, C.A., Winnipeg 


The Institute of Chartered 
Accountants of Alberta 


The Institute of Chartered 
Accountants of British 
Columbia 


The Institute of Chartered 
Accountants of Manitoba 


The New Brunswick Institute 
of Chartered Accountants 


The Institute of Chartered 
Accountants of Nova Scotia 


H. L. McMackin, C.A., Saint John 


H. R. Doane, C.A., Halifax 
J. E. Lloyd, C.A., Halifax 


R. R. Grant, F.C.A., Toronto 
E. J. Howson, F.C.A., Toronto 
F. C. Hurst, F.C.A., Toronto 


The Institute of Chartered 
Accountants of Ontario 


The Institute of Chartered 
Accountants of Prince Ed- 
ward Island 


The Society of Chartered Ac- 
ccountants of the Province 
of Quebec 


The Institute of Chartered 
Accountants of Saskatchewan 


W. A. Morrell, C.A., Amherst 


C. F. Elderkin, C.A., Montreal 
H. C. Hayes, C.A., Montreal 
Alfred Smibert, C.A., Montreal 


C. P. DeRoche, C.A., Saskatoon 
G. G. Patrick, C.A., Saskatoon 
W. G. Smith, C.A., Regina 


to See eee eer ese Je ese 


7 





ae 











LEGAL DECISIONS 


GENERAL NOTES 
Cost-of-Living Index 


The cost-of-living index of the Dominion Bureau of 
Statistics advanced from 117.8 on 1st October to 118.6 on 
2nd November 1942. The increase was entirely due to a 
rise in the food index. (Previous reference—page 433 of 
December issue.) 


The Legal Mind at Work 


The following extract is taken from Section 23(p) of the 
Income Tax Law (US.) as amended by the Revenue Act of 
1942: 

Such contributions or compensation shall not be de- 
ductible under subsection (a) but shall be deductible, 
if deductible under subsection (a) without regard to 
this subsection, under this subsection but only to the 
following extent .... 


LEGAL DECISIONS 


[Epitor’s Nore:—The following are brief summaries of recent 
decisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. In 
each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the 
decisions given may not in every case be final.] 


Auditors—Breach of contractual duty—Measure of damages 
(McBride’s Ltd. v. Rooke and Thomas) 


Saskatchewan Court of Appeal 


Shortly after the engagement of a firm of auditors to 
make a shareholders’ audit of a company’s books as required 
by the Companies Act, R.S.S. 1940, c. 118, the possibility of 
kiting was drawn to the auditors’ attention but no further 
investigation was made, and an employee of the company 
was thus enabled to continue stealing the company’s moneys 
for over two years by means of kiting. 

Held, the auditors were liable to the company for such 
damages as might reasonably be considered to arise natur- 
ally, i.e., according to the usual course of things, from their 
breach of contract, here the full amount of the employee’s 
defalcations subsequent to the negligent failure of the aud- 
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itors to discover his thefts and warn the company. The com- 
pany was not, however, entitled to recover the fees paid the 
auditors for their services, nor to the fees paid another firm 
of auditors for conducting a special audit at the demand 
of a bonding company. 

Negligence on the part of the company’s officers was not 
pleaded, but whatever the negligence of such officers the 
auditors would not be relieved from their contractual obli- 
gations. 

The auditors were not entitled to relief under ss. 153(5) 
and 111(2) of the Companies Act, for while they acted 
“honestly” they did not act “reasonably.”—[1942] 3 D.L.R. 
81. 

Editor’s Note: An important point referred to in the judgment but 
not mentioned in the above headnote is the fact that in preparing their 
report on the accounts of the company for the year ending 2nd Janu- 
ary 1937, the auditors procured verification of the company’s Moose 
Jaw bank account as of 31st December 1936 not of 2nd January 1937. 
A transfer drawn on the Moose Jaw bank and deposited by the em- 
ployee in the bank at Regina on 3lst December was not charged by 
the Moose Jaw bank until the 2nd January and the “kiting” transac- 
tion was thus not disclosed to the auditors.—H.P.H. 


Succession duties—Direction in will for payment of suc- 
cession duties out of residuary estate — Question as to 
succession duties payable on gifts inter vivos 
(re Elizabeth Lillian Stewart in Snowball Estate) 
Supreme Court of Canada 

The deceased, whose home was in the province of On- 
tario, declared in his will “that all estate and succession 
duties payable upon or in respect of my estate or property 
shall be paid out of my residuary estate, and that all legacies 
or gifts bequeathed shall be free from inheritance tax.” He 
had in his lifetime made gifts to certain persons, and after 
his death the question arose whether the succession duties 
payable in respect of such gifts should be paid out of his 
residuary estate. The Act applicable was The Succession 
Duty Act, 1934, Ontario, 24 Geo. V, c. 55; and particularly 
ss. 6 (1), 6 (2) and 10 (1) thereof. 

Held, affirming the judgment of the Court of Appeal for 
Ontario, [1941] O.R. 269, that the donees of the gifts inter 
vivos were not entitled to have the succession duties payable 
in respect thereof paid out of the deceased’s residuary 
estate.—[1942] S.C.R. 202. 
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PROVINCIAL NEWS 


PROVINCIAL NEWS 


BRITISH COLUMBIA 


British Columbia was recently. favoured with a visit 
by Mr. Kris A. Mapp, President of the Dominion 
Association. In addition to meeting many of the members 
individually, he met the Council of the British Columbia 
Institute at an informal lunch at the Hotel Vancouver on 
Friday, 20th November. Our President, Mr. W. Macintosh, 
in a few well chosen words welcomed Mr. Mapp, laying 
stress upon the advantage of these personal contacts. Mr. 
Mapp, in replying, touched upon a number of matters affect- 
ing the welfare of the Association. He, of course, referred 
to the loss which had been suffered by the death of Mr. Carr, 
whose indefatigable energy was so well known, and pointed 
out the measures which had to be taken by different mem- 
bers of the Dominion Council who were suddenly faced with 
such an emergency as Mr. Carr’s passing created. In this 
connection he referred particularly to the work of Mr. H. 
P. Herington and Mr. W. G. H. Jephcott in connection with 
THe CANADIAN CHARTERED ACCOUNTANT and Uniform Exam- 
inations. Mr. Mapp also discussed many matters relating 
to taxation, etc., and it was very refreshing for our local 
members to enjoy the viewpoint of one whose position and 
personality give him the advantage of approach in official 
circles. Fortunately, although the luncheon had to be 
arranged at short notice, it was possible for a full repre- 
sentation of the Council to be on hand. 


QUEBEC 


Lieutenant George Findlay Duncan, D.S.C., Now 
“Presumed Dead” 


The Society of Chartered Accountants of the Province 
of Quebec records its deep regret at the news that Lieuten- 
ant George Duncan, D.S.C., a member of the Royal Cana- 
dian Volunteer Reserve is now officially “presumed dead,” 
after being reported missing some weeks ago. He was 
awarded the Distinguished Service Cross for “good service 
in action with an E-boat,” and was in command of a small 
Royal Navy vessel “which did not return from offensive 
patrol in enemy waters on the night of 2nd October.” George 
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was due for leave to come home to Canada when reported 
missing. A brilliant and popular student, he served his 
apprenticeship with the firm of Riddell, Stead, Graham and 
Hutchison, and joined the Navy immediately after writing 
his final examination in December 1939. He gave his all 
that we may remain free of the tyranny which is oppressing 
Europe today. 

To his family the members of both the senior Society 
and Students’ Society express their sincere sympathy, and 
hope the news is premature and that George will be found. 


OBITUARIES 


The Late Charles Edgar Walker 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death of Charles Edgar 
Walker at Kingston, Ontario on 14th December 1942 
following a short illness. 

Passing his Final Examination in Manitoba in 
1908, he subsequently qualified for membership in 
the Saskatchewan Institute and in 1927, shortly 
after his appointment to the staff of Queen’s Uni- 
versity, was elected to membership in the Ontario 
Institute, 

To the many members of the Institute who at- 
tended Professor Walker’s lectures at Queen’s Uni- 
versity, this intimation of his passing will be re- 
ceived with regret. Through the medium of the 
courses of instruction as conducted by the University 
for the Institute, many more of our members have 
anonymously received the benefit of his advice and 
counsel in his capacity as an instructor. To the 
end that students might be assisted in a better 
understanding of the principles of accounting and 
their practical application he published a number 
of recognized textbooks on that subject. 

To those who are left to mourn his loss and to 
his colleagues at Queen’s University, the Institute 
extends sincere sympathy at this time. 





OBITUARIES 


The Late George de Hertel Cunningham 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death of George de 
Hertel Cunningham at Ottawa on 8th December 
1942 after an extended illness. 


The late Mr. Cunningham had been a member 
of the Institute since 16th March 1910 and with 
his brother, the late J. F. Cunningham, had carried 
on practice in Ottawa under the name of Cunning- 
ham and Company. 


To his wife, daughter and two sons the Institute 
extends sincere sympathy. 
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STUDENTS’ DEPARTMENT 
R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


Many of those who read the pages of The Students’ 
Department will feel that by the death of Professor C. E. 
Walker of Queen’s they have lost a true friend of their 
student days. For the past twenty years Professor Walker 
has had a part in the moulding of the courses of the Ontario 
Institute and every working day through those twenty years 
he devoted a significant portion of his energy to the cor- 
rection of exercises submitted by students in those courses. 
Quite literally he devoted his life to his students and their 
interests—but how selflessly he did this only those stud- 
ents can know who lived with him on the campus and in 
the classroom at Queen’s. 

* * * 

In the November 1941 issue we made some remarks about 
the treatment of cash discounts on purchases, leaving it 
to our readers to decide whether purchases were more 
usefully reported at invoice prices, at invoice prices less 
cash discounts taken or at invoice price less cash discounts 
claimable (whether taken or not). We notice that the De- 
partment of Munitions and Supplies in Costing Memor- 
andum 433 requires that “all materials shall be charged to 
the contract at the net laid down price after deducting all 
discounts and other similar items”—which would seem to 
involve deduction of cash discounts from the invoices before 
entry in the purchase journal or charge to stock accounts. 
Having regard to the number of concerns engaged on war 
contracts and therefore subject to accounting control by 
the Department this requirement will probably result in 
a standardized Canadian practice and the disappearance of 
“discounts received” as an item of financial] income in op- 
erating reports. 

* + oe 

An argument often advanced against the recognition 
of any price rise in the valuation of inventories runs as 
follows: “Suppose an inventory item which originally cost 
$1.00 and was priced to sell at $1.50 has now a replacement 
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value of $1.20 and will resell at $1.80 (to yield the same 
percentage of gross profit). It is erroneous to take credit 
for a 20 cents price rise in this article because it will 
cost 20 cents more than it did before to replace this article 
in stock.” Now there may be good reason for excluding 
this 20 cents from the inventory valuation (for after all 
it is not a realized profit as accountants commonly construe 
realized profit) but the fact that it will cost an additional 
20 cents to replace this article is entirely irrelevant to the 
question of inventory valuation. When this article is sold 
the merchant will have $1.80 cash in his possession and be 
faced with making an entirely free decision whether to 
spend part of this cash on buying a similar article for stock, 
to spend it in any other way or to leave it in the bank. 
Certainly he will choose the first alternative only if he is 
satisfied that he will be able to sell the new article for 
$1.80 or better and so be justified in valuing it so long as 
it remains unsold, at its cost price of $1.20. Pursuit to its 
logical conclusion of the sort of reasoning cited would ne- 
cessitate the valuation of every item in the inventory at 
the lowest price at which that item had ever been bought 
by the business from the inception of the business—right 
through to its demise. The fallacy is of the same sort as 
that involved in the statement that the purpose of charg- 
ing depreciation of a fixed asset is to provide funds for the 
replacement of that asset when it is discarded. 
* * of 


STUDENTS’ ASSOCIATION NOTES 
PROVINCE OF QUEBEC 


The members of The Chartered Accountants Students’ 
Society of the Province of Quebec have learned with deep 
regret that Bill Field, an Intermediate student, has been 
reported missing while taking part in air operations. Bill 
was in the employ of Deloitte, Plender, Haskins and Sells 
before he enlisted in the Royal Canadian Air Force in 
August 1940. 

The members join with his family in hoping for his 
safe return. 
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PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the per- 
sonal views and opinions of those members. They are designed not 
as models for submission to the examiner but rather as such discus- 
sion and explanation of the problem as will make its study of benefit 
to the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
FINAL EXAMINATION, JUNE 1942 
Accounting III, Question 1 (15 marks) 


A construction company has two unfinished contracts on hand 
at the close of its financial period, 3lst December 1941. They were 
commenced in that period, and in each case a section has been fin- 
ished and paid for. The accounts of the two contracts to 3lst De- 
cember 1941 can be summarized as follows: 


Contract No. 284 (Section 1) 


Sundry expenditure ........ $168,030 Purchaser ........ $150,000 
Contract No. 284 (Section 2) 

Sundry expenditure ........ = 526 
Contract No. 287 (Section 1) 

Sundry expenditure ........ $505,350 Purchaser ........ $600,000 
Contract No. 287 (Section 2) 

Sundry expenditure ........ $ 12,840 


You are given the following figures regarding the contracts, as 
at 3lst December 1941: 
No. 284 No. 287 


Original estimates for total cost to complete ..... $ 240,000 $ 760,000 
Sale—Price for whole contract .................. 300,000 900,000 
Fraction completed and paid for ............... We 2/3 
Payments made for fraction completed ......... 150,000 600,000 


Amended estimate of cost to complete the remain- 

der of each contract, in addition to the expen- 

diture already debited to each uncompleted 

ee Mwscna kee kacebaesaeeen 120,840 252,210 

Each contract has been charged with its share of general over- 
head expense to date. 

The directors wish to know the limit up to which they can 
legitimately credit the financial period to 3lst December 1941 with 
profit on account of the sections of the contracts completed and paid 
for, whilst exercising reasonable caution. They can see no reason 
why they should carry forward all of the profit made on these con- 
tracts to subsequent periods. 


Required: 
That being their policy, show, by means of journal entries, what 
transfers you think they should make. 
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SOLUTION 
Calculations 
Summary of each contract viewed as a whole 
Item No. 284 No. 287 
Sales price ........... $300,000 $900,000 
Cost 
Section completed and 
MUNN RR  oca's og sare (4) $168,030 ($) $505,350 
Pxpenditure already 
made on second sec- 
ee eee 526 12,840 
Amended estimate of 
cost to complete .... 120,840 289,396 252,210 770,400 
Pas See Sawien Sans $ 10,604 $129,600 
Apportioned to section 


completed ........... (4) $ 5,302 — (#) $ 86,400 


Summary of each section completed to date taken by itself 
Item No. 284 No. 287 


SS Lt eae ere ee $150,000 $600,000 
PEG 5b 5 issn sw Sa sale sib aay 168,030 505,350 


Loss $ 18,030 Profit $ 94,650 


Journal entries 
1941 
Dec. 31 Profits and losses on contracts ........... $18,030 

To Contract No. 284 Section 1 ........ $18,030 
f Charging period to date with the loss taken 
' on the completed section. 
31 Contract No. 287 Section 1 .............. 94,650 

To Profits and losses on contracts ..... 86,400 
To Reserve of profit on Contract No. 287 8,250 
Crediting period to date with its share of 
ie estimated total profit on contract and re- 
q serving the balance of estimated profit on 
the completed section. 


PROBLEM II 
FINAL EXAMINATION, JUNE 1942 
Accounting III, Question 2 (25 marks) 


H. Stephenson, domiciled in Canada, died there on 31st October 
1941. His property at the date of his death included the following: 
Bank savings account,— 





. 
a 





Batance at Tat July TOG nkosi cs ewices $ 8,400 
Interest to 31st October 1941 .................. 123 

$ 8,523 

Ritts SBUTAMOO MIDTIOION 26 clio ha Si swe hwleie twee deae 22,600 


B 6% first mortgage, secured on good city property, interest 
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payable 30th June and 31st December, no arrears ...... 40,000 
Ross Industrial Company, Limited: 500 common shares of 
$100 each, at market value at date of death, $110 per share. 
Honeytown Electric Manufacturing Company, Limited: 1000 
common shares of no par value, at market value of $9.50 
per share at date of death. 
3% Victory bonds, interest payable 1st April and 1st October, 
$200,000. 
Residence valued at $30,000, subject to a mortgage of $10,000 at 
5%, interest payable 31st January and 31st July, no arrears. 


Soumenord Tarniture ONG GROCtS «...... oii iisceccancsccces 25,000 
pg ee 800 
EE II Fc niin cw aids cseaVSbwesswerwiees be 500 


Included in his papers was a cheque for $1,000 payable to him for 
an interim dividend on the Ross Industrial shares of 2%, on account 
of the six months ended 31st December 1941, payable to shareholders 
of record on 30th September 1941. 


At his death he owed the following sums: 


CE TI oe SS ca ch asiwkdws cestode cas $ 350 
RT EE, ica kw RN ow e-6 FW Sos Epes aoe 120 
SIR Facchk stoic Grete ciao excess aoa once wea Sb ace 40 
REE NII Siw oSuesGoeSes sake cat deaews 80 


The executors have full discretion as to the retention or sale of 
investments. 

The will provides that each of the two sons of the deceased is to 
be paid a legacy of $50,000 subject to succession duty of 10%, and his 
widow is to have the income of the residue for her life. On her death 
the residue is to be divided equally between the two sons or their 
estates. Neither of these legacies of $50,000 had been paid by 31st 
January 1942. 

The following were the transactions of the estate after the death: 


Cash Payments 


1941 
Nov. 10 Succession duty (death duty) .................... $ 38,270 
ee I II 5 55 rs cscs hes rd o bie vols weiss eee eae 800 
i II eo oes csr or aa wa Cece eae haw Bau sis 350 
EIN te tas pina luni a laleri so Sls aw sw ee ale orm 120 
el ED Fe 555 se kib w wit oa's 4d swine SwS-b owe wy Sire 40 
IE II 5a ok igo wine ese sb 66 sisieid ew ews ees 80 
Dec. 15 Legal and other expenses connected with proving 
the will, valuing the estate and preparing the state- 
SONNE Te WIT OT nai co nos cone ncescccese. 2,700 
Accountants’ expenses opening the books and making 
EE en UN UD 55.9 05 8.9 6160-0 Sio dee sea eelie awe oe 200 
1942 
Jan. 31 Interest on mortgage on deceased’s house .......... 250 
Expenses of executors connected with running the 
ae er ee re ee re re 220 
Cash Receipts 
1941 
Nov. 10 Ross Industrial Company interim dividend ........ $ 1,000 
Nov. 12 Received proceeds of life policies .................. 22,600 
Dec. 15 Proceeds of sale of household furniture and effects, 
valued at date of death at $15,000 ................ 13,270 
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Dec. 31 Interest on 6% first mortgage .................... 


1942 


Jan. 15 Proceeds of sale of 200 common shares, Honeytown 


Jan. 31 


Electric Manufacturing Company ................. 
Final dividend for the six months to 3lst December 
1941, on 500 Ross Industrial common shares, of $100 
each of 4%, payable to shareholders of record on 31st 
NE RII is oie sooo ong wie slo Naseem sioner 
Dividend of $0.30 per share on 1,000 Honeytown Elec- 
tric Manufacturing Company common shares for six 
months to 3lst December 1941, payable to sharehold- 
ers of record on 3lst December 1941 .............. 


Required: 
(a) Show by means of journal entries which of the above items 
will affect the estate capital account and how; 


(b) 


Write up the estate capital account. 





1,200 


1,980 


2,000 


300 


Note: State what basis you have used for the apportionment of 


dividends. 


a year. 


1941 
Oct. 31 


JANUARY 1943. 


For apportionments take each month to equal 1/12th of 


If you require further information regarding the disposal 
of any item, state what you require. 


SOLUTION 
Journal of the Estate of the Late H. Stephenson 
Bank savings account .................. $ 8,523 
Life insurance policies ................. 22,600 
OG Avy MROTURNRO 6:6 k 655s on css cree ssi 40,000 


(Details of security) Interest payable — 
30th June and 31st December 
Interest due on 6% First mortgage .... 800 
6% for 4 months, Ist July to 31st Oc- 
tober on $40,000 
Ross Industrial Company, Limited ...... 55,000 
500 common shares of $100 at $110 
Ross Industrial Company, Limited In- 
ME III oi 5 ns 5: 50S 6 ewe e d' 1,000 
Interim dividend of 2% for 6 months 
to 31st December 1941, on 500 common 
shares 
Honeytown Electric Manufacturing Com- 
MT MINOR Soca) s sielcs 5s G So Sanwre ener 9,500 
1,000 common shares of no par value at 
$9.50 per share 
3% Victory bonds Interest payable Ist 


Marit aed Te GAGS oes ks cc cccees 200,000 
Interest due on 3% Victory bonds ...... 500 
3% for one month Ist-3lst October on 
$200,000 
Residence (address) .................55 30,000 
Subject to $10,000 5% Mortgage 
Household furniture and effects ........ 25,000 
(as per inventory) 
GRINS para So's eaie ave ki o's vb acd Seiwa o's 800 
Directors’ fees receivable ............... 500 


(names of companies and amounts) 


"TO SEMIAUS CORUM oii sc cscs steed $394,223 


Assets of deceased as at date of death. 
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coe SD ONE ce awk akis edie Ssiwesa 10,715 
oe Oe Se ee 350 
Oe. We DO. god ic aic vo sssvrsocs 128 
Ae, ER hia 'sw-s 0b bases sia aes ws 40 
To Household wages ..............-. 80 
To 5% Mortgage on residence ...... 10,000 


Nov. 12 


Dec. 15 


Dec. 15 


1942 
Jan. 15 


Jan. 31 


(Interest payable 3lst January 
and 31st July) 
To Interest due on 5% Mortgage ..... 125 
(Interest accrued from 3lst July 
to 3ist October) 
Liabilities of deceased as at date of death. 


SEE bth asics babe excise was-s 800 
To Funeral expenses payable ........ 800 
Expenses chargeable to capital 
ee EE hee ie teow ss ewewbsiess 2,900 
To Testamentary expenses ........... 2,900 
Legal and other expenses connected with 
probate of will, etc............ $ 2,700 
Accountant’s expenses opening 
NE. Sa eaten os si Ws mice ik 200 
$ 2,900 
SD A 955 55h was bees pause aseus 1,730 
To Household furniture & effects .... 1,780 
Loss on sale of various effects as per 
inventory 
Valuation at death ............. $15,000 
DEE Situs eitauioake yee 13,270 
Loss $ 1,730 


Honeytown Electric Manufacturing Com- 

iy ENE oy sors os scan aires tees ees 80 

SD MD MIRON i 6 65.66 bbc s scp ewanes 80 
Profit on sale of 200 common shares of 


no par value 


PEE Sas Sask pas wae ea awidewee $ 1,980 
Value at date of death ........ 1,900 
Profit $ 80 
Ross Industrial Company Limited, Final 
OUMIE A Skee gt oa atk sais o's ates eS ues 2,000 
Oe eee 1,000 
2D BUOUREO TROGMED 5... ckccccciccwsscs 1,000 
Total dividend for 6 months to 3lst 
December 1941—-Interim ...... $ 1,000 
ere 2,000 
$ 3,000 
Apportioned 
ist July to 31st October to capital 
IED 655555 65 a soos was OSES $ 2,000 
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Jan. 31 





~eyr- 


1941 
Oct. 31 


Nov. 12 
Dec. 15 





Dec. 15 


1942 
Jan. 31 





Notes: 


3.2 aR 2, ere 
Rien gee we Ue 


1st November to 31st December 


to income 2 months ......... 1,000 
$ 3,000 
Apportionment of Final Dividend 
To Estate capital ............ $ 1,000 
‘TO MOCKS PRCGING 646 660cceeee 1,000 
$ 2,000 
Honeytown Electric Manufacturing Com- 
pany, Limited, Dividend .............. 300 
Er I NINE i 6 65 SS ole hcs0s e666 die 200 
eee eee 100 
Dividend of $0.30 per share on 1,000 com- 
mon shares for 6 months to 3lst De- 
cember apportioned 
Capital 
1st July to 31st October—4 months $200 
Ineome 
ist November to 31st December— ~ 
EE ea On oiaibe a hnwran eee 100 
$300 
Estate Capital 
1941 
Sundry _liabili- _ Oct. 31 Sundry assets.. $394,223 
Wt Aacieksess $ 10,715 1942 
Funeral expen- Jan. 15 Honeytown 
Ml Sac wanes com 800 Manufacturing 
Testamentary Company Lim- 
expenses ...... 2,900 WE si cece ccs 80 
Household 31 Ross Industrial 
furniture ..... 1,730 Company Lim- 
ited dividend.. 1,000 
Balance ....... 379,358 Honeytown 
Manufacturing 
Company Lim- 
ited dividend.. 200 
$395,503 $395,503 
1942 
Jan. 31 Balance ....... $379,358 


(1) In the province of Quebec it is the rule in executorship ad- 
ministration to regard dividends on common and preferred shares as 
wholly capital or wholly income according to whether the date of 
record for shareholders was before or after death. Regardless of the 


e& Period in respect of which a dividend on common and preferred shares 
xn is declared, if the date of record is after the date of death such 
ee dividend is entirely income. In this problem the following dividends 


ae would be entirely income:— 
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Ross Industrial Company, Limited, final dividend, date 
of record, 31st December 1941 
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Honeytown Electric Manufacturing Company, Limited, 
dividend, date of record, 3lst December 1941 .... 300 

The Ross Industrial Company, Limited interim dividend has not 
been apportioned because the cheque was the property of and payable 
to Stephenson before the date of his death. 

(2) Further information is required regarding legatees, their 
relationship to deceased, amount of legacies, etc. to permit succession 
duty to be calculated and charged to Estate Capital. 


PROBLEM III 
FINAL EXAMINATION, JUNE 1942 
Accounting III, Question 3 (35 marks) 


On ist July 1941 the Viclos Company, Limited, purchased 80,000 
of the common shares of no par value of the Colchester Company, 
Limited, with an issue of 36,000 of its common shares of no par value 
issued at $10, of which $0.50 was credited to distributable surplus. 

On ist January 1936 the Colchester Company had acquired the 
whole of the common share capital of the Lancaster Company, Limited, 
by an issue of 18,000 of Colchester common shares of no par value 
issued at $5. The whole of the earned surplus in the Lancaster 
Company’s balance sheet has been acquired since Ist January 1936. 

On ist October 1941 the Viclos Company acquired 30,000 common 
$10 shares of the Beaton Company, Limited, by an issue of 20,000 
Viclos common shares of no par value issued at $10. The Beaton 
Company’s financial year had ended on 30th September, but it prepared 
accounts for the quarter to 3lst December 1941, and will conform 
with the other companies in future. 

The Colchester Company holds $100,000 of the Viclos 5% bonds. 
Both companies are amortising the discount on these bonds by the 
same method. 

On ist October 1941 the Viclos Company loaned the Beaton Com- 
pany $100,000 at 6%. The interest due had been paid on 3l1st De- 
cember 1941. 

The balance sheets of the four companies at 3lst December 1941 
were as follows: 


VICLOS COMPANY 


Cash on hand and in Bills and notes payable $ 141,000 
DK. cla acess ese $ 244,000 Accounts payable ..... 146,900 
Bills and notes receiv- SOON POD ~6 3 545019150: 200,000 
EE See 260,000 Reserve for deprecia- 
Accounts receivable ... 310,000 tion on equipment, 
TMVOREOTIOR .cccsccses 380,000 DO. 60 cob aewd ewe cies 180,000 
Discount on 5% bonds 8,000 Capital: Common, no 
Investments .......... 560,000 par value 
Loan, 6%, to Beaton Issued 200,000 shares 1,982,000 
SINT ik. oc kcccso 100,000 Distributable surplus . 9,000 
Equipment, machinery, Earned surplus ...... 99,100 
buildings and land .. 840,000 
IUEEE 5G Sictbaiecisw e's 50,000 
Organization expenses. 6,000 
$2,758,000 $2,758,00 








Contingent liabilities, $98,000 
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COLCHESTER COMPANY 


Cash on hand and in 


NE iia eissis Sie aes $ 58,000 
Bills and notes receiv- 

GUND. 6 oeien sddewnsss 190,000 
Accounts receivable ... 160,000 
Inventories ........... 150,000 
Investments .......... 190,000 
Equipment, machinery, 

buildings and land . 390,000 
Organization expenses. 10,000 

$1,148,000 


Bills and notes payable $ 258,000 


Accounts payable ..... 304,000 
Discount on Viclos 
MIE oo wc ca tipi 4,000 
Reserve for deprecia- 
tion on equipment, 
Qe ueiacacesce sce 42,000 
Capital: Common, 
100,000 shares, no par 
WN Siac ticd aloes 500,000 
Earned surplus ....... 40,000 
$1,148,000 


Contingent liabilities, $94,000 
LANCASTER COMPANY 


Cash on hand and in 


hi esata ketone $ 8,000 
Bills and notes receiv- 

GE siansansacanss< 22,000 
Accounts receivable .. 37,000 
BIVOMUORIOD 606 606s soe: 39,000 
Equipment, machinery, 

buildings and land . 80,000 
Organization expenses. 2,000 

$ 188,000 


Contingent liabilities, $35,000 


Bills and notes payable $ 38,000 


Accounts payable 40,000 
Reserve for deprecia- 
tion on equipment, 
QM secs eons ecronn 5,000 
Capital: Common, 1,000 
shares of $100 each . 100,000 
Earned surplus ....... 5,000 
$ 188,000 


BEATON COMPANY 


Cash on hand and in 


IER ak ae sks wees $ 42,000 
Bills and notes receiv- 

WUE i Scataeewicawss 130,000 
Accounts receivable . 200,000 
Inventories .......... 260,000 
Equipment, machinery, 

buildings and land . 370,000 
Organization expenses. 8,000 
Deficit on operations . 40,000 


$1,050,000 


Bills and notes payable $ 243,000 


Accounts payable 262,000 
Reserve for deprecia- 

tion on equipment, 

WER. checbesee esses 45,000 
6% loan from Viclos 

er 100,000 
Capital, Common, 40,000 

shares at $10 ...... 400,000 





$1,050,000 





Contingent liabilities, $84,000 
Earned surplus statements were as follows: 


Balance forward at 1st July 1941.. 
Less Dividends paid during July 1941 


Add Net profit on operations for six 
months to 3lst December 1941 . 
Dividend received from Colchester 
Company during July 1941 .... 


JANUARY 1943. 











Viclos Colchester Lancaster 
$24,100 $22,500 $1,000 
18,000 12,500 Sees 
$ 6,100 $10,000 $1,000 
83,000 30,000 4,000 
BCCO ke eeo 
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Balances as per balance sheets ..... $99,100 $40,000 $5,000 

















Distributable surplus: Viclos 
Credited on purchase of Colchester 

oy Ras pony hie ee $18,000 
Less Dividend paid during July 1941 9,000 














Balance as per balance sheet ....... $ 9,000 

Statement of deficit of Beaton Company: 

Balance forward at Ist October 1941 ........ccccccsccccccees $60,000 

Less Profit on operations for quarter to 31st December 1941 .. 20,000 
Balance as per balance sheet 31st December 1941 ....... $40,000 








Not any of the companies take on their books the profits earned 
by subsidiaries until dividends are paid to them. All investment 
accounts are at cost. 

During November 1941 the Viclos Company completed an exten- 
sion to the works of the Colchester Company. The cost to the Viclos 
Company was $105,000 and the price charged to the Colchester Com- 
pany was $125,000. The Colchester company has paid $25,000 in cash, 
has given a bill payable for $50,000, which the Viclos Company has 
discounted and which is still outstanding, and the Colchester Company 
appears in the accounts receivable of the Viclos Company for $50,000. 


During September 1941 the Viclos Company completed an exten- 
sion to the works of the Beaton Company. The cost to the Viclos 
Company was $38,000 and the price charged to the Beaton Company 
was $50,000. The Beaton Company has paid $20,000 cash on account, 
and has given the Viclos Company bills payable for $30,000, which 
are still outstanding. 

Required: 

(a) Set out any journal entries you think essential in order to 
make any necessary changes in the ledger of the Viclos Company for 
this period to 3lst December 1941; 

(b) By means of working sheets show how you would arrive 
at the figures for a consolidation of the surplus and deficit state- 
ments, and of the balance sheets of the four companies for the period 
ended 31st December 1941. 


SOLUTION 


Amending entries for ledger of Viclos Company 
(a) 1941 
SPR. el TR I ook Saeed cade sarisecns $10,000 
To Investments (Colchester) ...... $10,000 

Transfer of dividend paid by Colchester 
31st July out of profits earned prior to 
ist July, and capitalized by Viclos Com- 
pany on acquisition of 80,000 common 
shares of Colchester Company. 


(b) 31 Envestments (BORON) 6 occ cc ccc cccnes 15,000 
TO TEAIMON BEPDIBE 5oc cv iccesisecse 15,000 
75% of net profit on operations of Beaton 
since purchase on 1st October and which 
will remain permanently in Beaton mak- 
ing good deficit in existence at Ist Oc- 
tober. 
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a GU ON oi ie si sie ise Sewn 
To Reserve of capitalized surplus .. 15,000 
Capitalization of profits remaining perm- 
anently in Beaton. 
(ce) Ok RORPROG “BUCO v5.6 5 5e. oss lisse cssieieadecs 20,000 
To Reserve for intra-combine profit 
on equipment, machinery, build- 
ings, land of Colchester ...... 20,000 
Transfer of intra-combine profit occurr- 
ing in 6 months to date, and to be deduct- 
ed from cost of assets concerned of Col- 
chester in consolidated balance sheet. 


Consolidation of Earned Surplus for Colchester and Lancaster 





Interest in earned 
Consoli- | surplus of Colchester 


f Item Colchester| Lancaster | dated Committe 
i figures 





Viclos Minority 





|—_—$—$—$—S_ | | — | SSS EST 


Balance forward .......... $22,500 $1,000 $23,500 $18,800 $4,700 
Less: Dividend ........... 12,500 12,500 10,000 2,500 
10,000 1,000 11,000 8,800 2,200 
Profit from operations .... 80,000 4,000 34,000 27,200 6,800 
$40,000 $5,000 $45,000 $36,000 $9,000 


Consolidation of Earned Surplus for all Four Companies 





From Figures for 











Adjust- : From Colchester total 
Item Viclos ment Beaton & Lancaster Consolidation 
Balance forward ...$24,100 $24,100 
Less: Dividend ..... 18,000 18,000 
Balance ...... 6,100 6,100 


Add Net Profit for 
6 months to 81st 
December 1941 ... 83,000 —$20,000 (c) +$15,000 +$27,200 105,200 


Dividend from 
Colchester Company 10,000 — 10,000 (a) 
99,100 — 30,000 + 15,000 + 27,200 111,300 
Transferred to 
permanent reserve — 15,000 (b) 15,000 








$99,100 —$30,000 — $27,200 $96,300 


Deficit of Beaton 


Item Viclos Interest Minority Interest 
Balance forward ...............6. $45,000 $15,000 
Net profit from operations ........ 15,000 5,000 





$30,000 $10,000 
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Memoranda of adjustments for working sheets 
Consolidation of balance sheets of Colchester ¢ Lancaster 


Elimination of net worth items of Lancaster, etc. 


(d) Investments ..... —$ 90,000 Capital: Common .... —$100,000 
Organization ex- Reserve for deprecia- 
DONDE 666s 600% — 2,000 PNR Coe enc pein as cua + 8,000 
—$ 92,000 —$ 92,000 
Consolidation of balance sheets of Viclos & Colchester & subsidiary 
companies 
Elimination of net worth items of Colchester, etc. 
(e) Capital: Common 
Investments .$360,000 80,000 shares ...... —$400,000 
errr 10,000 —$350,000 Earned surplus balance 
—_— from prior period .. — 8,800 
Organization expenses — 8,000 Reserve for deprecia- 
———- WE ove wxanciadien - + 50,800 
—$358,000 ; ce 
———— —$358,000 
Minority interest in Colchester (20%) 
Organization expenses $ 2,000 Capital: Common 
20,000 shares ...... $100,000 
Earned surplus balance 
_ from prior period .. 2,200 


Consolidation of balance sheets of Viclos é Beaton 
Elimination of net worth items of Beaton, etc. 


(f) Capital: Common 
Investments . $200,000 30,000 shares ...... —$300,000 
i ery 15,000 —$215,000 Reserve for deprecia- 
———— EY cesses + 49,000 
Organization expenses — 6,000 
DEE BSS cave — 30,000 
—$251,000 —$251,000 


Minority interest in Beaton (25%) 
Organization expenses $ 2,000 Capital: Common 
PO eh taGdew aes 10,000 10,000 shares ...... $100,000 
Other Adjustments 
(g) Loan to subsid- 


iaries, Beaton ... —$100,000 Loan from Viclos .... —$100,000 
(h) Investments: Vic- 

Joe WORGS: ....0.02:5% —$100,000 5% Bonds Viclos ..... —$100,000 
(i) Discount on bonds —$ 4,000 Discount on bonds ... —$ 4,000 


Capital construction by Viclos for Colchester 
Note: Adjustment for transfer of intra-combine profit dealt with in 
journal entry (c) 
(j) Contingent liabili- 





Ee ae ears —$ 50,000 
(k) Accounts receiv- 
ata eS ey. Os oe — 50,000 Accounts payable .... —$ 50,000 
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Capital construction by Viclos for Beaton 


(1) Bills & notes re- 
ceivable —$ 30,000 Bills & notes payable . —$ 30,000 


Note: 

Organization expenses of a subsidiary company are generally re- 
garded as an item of no value to the holding or parent company, and 
therefore to be treated in the same way as a deficit. This is because 
they represent the right of the subsidiary to carry on business as an 
incorporated company, whilst the holding or parent company is only 
interested in it as a business organization, and already itself possesses 
the right to carry on as an incorporated company. 

If the stand is taken that the holding or parent company is in- 
terested in the subsidiary as an incorporated company, and therefore 
that the organization expenses should be regarded as an item of value, 
the elimination of the investment accounts and net worth items should 
read: 

Colchester and Lancaster 


Investments —$ 90,000 Capital: Common .... —$100,000 
Reserve for deprecia- 
+ 10,000 


—$ 90,000 —$ 90,000 


Viclos and Colchester and subsidiary 


Investments —$350,000 Capital: Common .... —$400,000 
Earned surplus 8,800 

Reserve for deprecia- 
+ 58,800 


—$350,000 —$350,000 


Viclos and Beaton 


Investments —$215,000 Capital: Common .... —$300,000 
Reserve for deprecia- 
Deficit — 30,000 tion + 55,000 


—$245,000 —$245,000 













